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THE WORLD’S COAL SITUATION DURING THE WAR. II 
IX. THE UNITED STATES 
THE DEVELOPMENT OF GOVERNMENT CONTROL 


The effect of the European war on the coal situation in the 
United States became noticeable more generally during the latter 
part of the summer of 1916, when a greatly increased demand by 
war industries for coal, local coal shortage, traffic congestion, and 
panic prices focused public attention upon the abnormal conditions 
which had developed in the coal trade. The gradual dislocation 
of the nation’s industrial life reflected itself first in the anthracite 
trade and was followed by similar developments, only on a much 
larger scale, in the bituminous-coal industry. 

Fully a half-year before the coal situation reached a crisis 
widespread public dissatisfaction had been occasioned by price 
increases made by anthracite operators in the beginning of the year 
1916. These price increases were attributed by the operators in 
part to increased cost of supplies, deeper mining, and the Pennsyl- 
vania workmen’s compensation act and tonnage tax, but principally 
to a wage increase under the new wage agreement of May 5, 1916, 
which provided for an increase of about 7 per cent over the 1912 
rate. The view current among the public, that the increases in the 


673 











674 JOURNAL OF POLITICAL ECONOMY 


price of anthracite coal were unwarranted, was voiced by a resolu- 
tion of the United States Senate, the so-called Hitchcock Resolution 
of June 22,1916. In that resolution the Federal Trade Commission 
was requested “to investigate and report on the recent increase 
in the price of anthracite coal and on the relation between the cost 
of labor and the price of anthracite coal prior to said increase and 
at the present time.’”’ In pursuance to this resolution the Federal 
Trade Commission during the fall and winter of 1916-17 made an 
investigation of the production, distribution, and prices of anthra- 
cite coal in the principal producing and consuming centers. 

On April 30, 1917, the United States Senate adopted a further 
resolution calling upon the Federal Trade Commission to report 
at the earliest possible moment all information relative to the 
anthracite-coal industry, including the production and cost of 
mining anthracite coal and the disposition of the anthracite-coal 
supply during 1916 and 1917 as compared with previous years. 
After investigation the Federal Trade Commission reported to 
Congress on June 20, 1917, that the panic prices which had prevailed 
in the fall and winter of 1916-17 were caused chiefly by local coal 
shortages in consuming markets, with resulting buying panics. 
It was shown that the actual market shortage for the entire coal 
year 1915~16 was in fact 4 per cent greater than the average anthra- 
cite supply marketed for the three preceding years. Congestion 
of railroad traffic, frequent embargoes, and a shifting of markets 
resulting from the Erie Railroad diverting to the West a large ton- 
nage normally sold in the East had seriously interfered with the 
distribution of coal and had contributed to bring about conditions 
from which a panic demand developed. 

Regarding the price of anthracite at the mines, the Commission 
found that while the so-called railroad coal companies had slightly 
increased their basic circular prices during the crisis, many inde- 
pendent operators had taken advantage of market conditions to 
charge exorbitant profits, price increases ranging from $1.00 to 
$3.00 and even $5.00 a ton. The speculative transactions of 
jobbers formed the most striking feature of the panic market. 
The majority had averaged double or treble their normal gross 
margins of profit, and some five or six times their normal margin. 
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With respect to the retail coal market, conditions differed. 
Generally speaking a number of dealers in Chicago, Massachusetts, 
and Rhode Island had increased their gross margins by as much as 
$1.50 or $1.75 per net ton over their normal margin. Others in 
New York City, Detroit, and Boston took less marked advantage 
of the crisis, and still others in Minneapolis, St. Paul, Milwaukee, 
and Buffalo did not unduly raise their prices. 

The Commission further found that in the case of the coal- 
operating companies whose books had been audited the increase 
in prices was not justified by the increase in cost. 

In the bituminous-coal industry developments have been some- 
what different. In a paper read at the sixth annual meeting of the 
International Railway Fuel Association at Chicago in May, 1914, 
Mr. C. G. Hall in discussing the conditions prevailing at that time 
said: 

The deplorable condition of the bituminous-coal industry has been empha- 
sized by the coal operators in all conventions and meetings in which they have 
participated during the past eighteen months. Remedies have been proposed, 
discussed, and abandoned as impracticable or unlawful. It has even been 
proposed in conventions of national scope that Congress be petitioned for an 
appropriation to put the bituminous-coal industry on its feet financially. The 
physical producing capacity of the bituminous mines of this country is far in 
excess of the amount of coal consumed. 

Conditions like those described in the foregoing prompted the 
House of Representatives to pass the so-called Rainey Resolution 
on August 18, 1916.7 This resolution, after calling attention to 
alleged unfair methods of competition, the unsound financial 
condition, wasteful mining methods, and unsatisfactory labor 
situation, directed the Federal Trade Commission to investigate 
the bituminous-coal industry immediately. On May 109, 1917, the 
Federal Trade Commission reported? to the House of Represent- 
atives that in its opinion the coal industry was being paralyzed by 
the failure of transportation, which curtailed production and gave 
rise to a wildly fluctuating market in which speculation fed upon 
panic. The Commission recommended in substance (1) that the 

™H. R. 352, Sixty-fourth Congress, First Session. 


? Report of the Federal Trade Commission on Anthracite and Bituminous Coal, 
1917, p. 18. 
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production and distribution of coal and coke be conducted through 
a pool in the hands of a government agency; that the producers 
of various grades of fuel be paid their full cost of production plus 
a uniform profit per ton; (2) that the transportation agencies of 
the United States, both rail and water, be similarly pooled and 
operated on government account under the direction of the president 
and that all such means of transportation be operated as a unit. 

But during the course of the investigation the bituminous-coal 
situation changed completely, and conditions developed in the 
anthracite industry very similar to those outlined above. Prices 
had reached unprecedented levels; traffic congestion, demurrage 
abuses, numerous embargoes, and priority-shipment orders made 
the situation worse. Complaints increased that agreements to 
deliver coal at contract prices were broken, many shippers selling 
their coal in the open market for as much as the market would stand. 

In the anthracite trade conditions were at this time somewhat 
better, due to the fact that the Federal Trade Commission was 
exercising a certain degree of supervision over prices by publishing 
bulletins from time to time on anthracite-coal prices at the mines, 
gross margins of retailers, and anthracite market conditions gener- 
ally.". By publicity of this kind and with the aid of sheer force of 
public opinion, which was becoming thoroughly aroused, anthracite 
prices on the whole remained stabilized. 

In order to stabilize bituminous-coal prices, which were run- 
ning wild, Mr. F. S. Peabody, who, in April, 1917, was appointed 
chairman of the Committee on Coal Production of the Council of 
National Defense, called a conference of bituminous-coal operators 
east of the Mississippi to meet at Washington on June 28, 1917. 
At this conference, which was attended by from 350 to 400 coal 
operators, also Secretary of the Interior Lane, and Commissioner 
Fort of the Federal Trade Commission, a voluntary agreement 
was made to abide by certain maximum prices for coal sold at the 
mines. The prices agreed upon were to become effective July 1, 
1917. The maximum jobber’s commission was fixed at 25 cents 
per net ton. 


*See Interim Report of the Federal Trade Commission to the Senate of the United 
States on Anthracite Prices, May 4, 1917. 
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While the prices agreed upon at this conference, the so-called 
““Peabody-Lane prices,” represented substantial reductions as 
compared with the range of prices quoted in the open market at 
that time, public opinion generally seemed to take the view that 
they were too high. Besides, complaints soon began to increase 
that many operators failed to abide by the agreement, and the 
Committee on Coal Production began to make public lists of such 
violators. Finally, Secretary of War Baker, of the Council of 
National Defense, issued a statement disapproving of these prices," 
and the agreement was presently disregarded altogether. 

In the meantime Congress had taken the national coal situation 
under consideration? and passed the so-called Lever Act (“An Act 
to provide further for the national security and defense by encourag- 
ing the production, conserving the supply, and controlling the 
distribution of food products and fuel”), which was approved on 
August 10, 1917.3. The act provided in substance as follows: 


The President of the United States shall be empowered, whenever in his 
judgment necessary for the efficient prosecution of the war, to fix the price of 
coal and coke, wherever and whenever sold, either by producer or dealer, to 
establish rules for the regulation of and to regulate the method of production, 
sale, shipment, distribution, apportionment, or storage thereof among dealers 
and consumers, domestic or foreign; said authority may be exercised by him 
in each case through the agency of the Federal Trade Commission during the 
war or for such part of said time as in his judgment may be necessary. 


In case a producer or dealer fails to conform to such prices or 
regulations or to conduct his business efficiently under the regula- 
tions or in a manner prejudicial to the public interest, the President 
is authorized to requisition the plant and business and operate the 
same through such agency as he may direct, the owner being paid 
a just compensation. If in the opinion of the President it shall be 
necessary, he is authorized to require coal producers to sell their 
products only to the United States through an agency to be 

* Hearings before the Subcommittee of the Committee on Manufactures, United 
States Senate, p. 450. 

? Hearings before the Committee on Interstate Commerce, United States Senate, 
Sixty-fifth Congress, First Session, June 22-26, 1917, Parts I and II. 


3 Public Act No. 41, Sixty-fifth Congress. 
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designated by him, such agency to regulate the methods of produc- 
tion, shipment, distribution, apportionment, or storage among deal- 
ers and consumers, and to make payment of the purchase price to 
the producers. The Federal Trade Commission was instructed to 
determine the reasonableness of profits and cost of production 
necessary to establish the purchase price. 

With regard to the fixing of maximum prices for coal and coke 
section 25 provides that the Federal Trade Commission is to make 
inquiry into the cost of production and shall have access at all times 
to the books and records of all mine operators or other persons where 
coal and coke may become subject to this section. The Commission 
shall fix and publish maximum prices for both producers and dealers, 
allowing the cost of production, including the expense of operation, 
maintenance, depreciation, and depletion, and adding thereto a 
just and reasonable profit. The maximum prices so fixed shall 
not be construed as invalidating any contract in which prices 
are fixed, made in good faith, prior to the establishment of 
maximum prices. 

A penalty clause provides for a fine not to exceed $5,000, or 
imprisonment for not more than two years, or both, in case of con- 
viction for violation of this law. 

The passage of the Lever law by Congress marked an important 
turning-point in the coal situation of the United States. With the 
enactment of that law federal regulation of the coal industry for 
the period of the war was initiated, and on August 23, 1917, the 
President appointed Harry A. Garfield, president of Williams Col- 
lege, United States Fuel Administrator. Dr. Garfield immediately 
organized the United States Fuel Administration, with headquarters 
at Washington, D.C., and appointed state fuel administrators for 
the different states. On May 3, 1918, Mr. Cyrus Garnsey, Jr., was 
appointed Assistant United States Fuel Administrator. The main 
divisions of the United States Fuel Administration are the follow- 
ing: Administrative, Conservation, Distribution, Legal, Oil, 
Education, and State Organization." 

* The Federal Trade Commission has performed certain work relating to the coal 
industry in co-operation with the United States Fuel Administration. 
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Year Anthracite Bituminous Total 
IQI3.......... 91,524,922 478,435,297 569,960,219 
IQI4.....----. 90,821,507 422,703,970 513,525,477 
& | Perry 88,995,061 442,624,426 531,619,487 
1916.......... 75,461,527 502,518,545 577:980,072 
3 5 RR are 86,389,101 544,261,581 630,650,682 








It is of note that the increase is in the production of bitumi- 
nous coal, the production of anthracite having decreased. 

The production in tons of bituminous and anthracite coal during 
the first four months of 1918, as compared with the first four months 


of 1917, was as follows: 





The most encouraging feature of the war-time coal situation in 
the United States is the fact that the production of coal, both 
anthracite and bituminous, has steadily increased since 1914. 
all the other leading coal-producing countries of the world the 
production of coal has declined during the war. 
the fact that the producing capacity of the coal mines has been 
seriously interfered with by labor shortage, increased costs, and 
scarcity of supplies, and above all by the breakdown in the transpor- 
tation facilities of the railroads, the total output of the country’s 
coal mines has increased as follows: 


Notwithstanding 
































Anthracite Bituminous 
Months 
1918 1917 1918 IQI7 

January. ....... 5,638,383 42,727,000 
February....... 5,812,082 43,557,000 
oer 7,276,777 48,188,000 
April 6,363,375 46,949,000 

Total...... 25,095,015 23,700,531 181,421,000 * | 176,582,648 
ie Estimated. 


The increased demand for coal and the accompanying high 
prices have resulted in a large increase in the number of coal opera- 
According to the United States Geological Survey there 


tions. 
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were 19,107 coal operations in the United States in 1915, of which 
3,762 produced 3,000 tons or more each per year, 511 produced 
from 500 to 3,000 tons each, and 14,834 produced less than 500 tons 
each. During 1916 and 1917 many new mines have been opened, 
old and abandoned mines have again been put into operation, while 
hundreds of stripping operations and wagon mines (that is, mines 
which have no railroad connection, the coal being hauled by wagon 
from the mine to the nearest railroad shipping point) have been 
opened. Data compiled from the Coal Trade Journal show that 
from April, 1917, to April, 1918, 490 new coal-mining concerns were 
incorporated in the United States with a total capital of $53,086,500. 

The question of whether or not the indiscriminate opening up of 
new coal mines should be allowed has been widely discussed both 
in this country and abroad. In several European countries restric- 
tive legislation has been enacted restricting new development work 
in coal mines, in order to avoid waste of labor and to increase the 
producing capacity of present operations. In this country there 
has been much complaint to the effect that the numerous small 
wagon mines with inadequate loading facilities detain coal cars for 
long periods and materially increase the car shortage at the large 
and efficiently operated mines. A statement of the United States 
Fuel Administration of May 23, 1918, relative to the opening of 
new coal mines announces that no new coal mines are to be opened 
in the future until the Fuel Administration has approved an 
application which must be made by the prospective operator, and 
until the Railroad Administration has recommended such appli- 
cation. 

Since the coal shortage in the winter of 1916-17 efforts have 
been made to increase the production of coal. By liberal wage- 
increase allowances to miners and fair margins of profits to coal 
operators the production of coal has been stimulated and increased 
in a measure which greatly exceeds the results of similar efforts in 
other coal-producing countries of the world. In the early part 
of 1918 the work of stimulating the production of anthracite, of 
cataloguing the requirements of the government and the public, and 
of apportioning the supply among the various states and the amount 
thereof to be furnished by the several producers was placed in the 
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hands of a special Anthracite Committee by the United States Fuel 
Administration. This committee, which is subject to the direction 
of the United States Fuel Administrator, is also to advise the 
Director General of Railroads as to the routing and distribution of 
the coal from the time it leaves the mines until delivered in the 
various states and communities.’ 

While the efforts to speed up and to increase the production 
of coal have been very successful, they have at the same time 
resulted in large quantities of poorly prepared coal being shipped 
from the mines. Widespread complaints developed on account of 
the large percentage of slate, shale, and dirt contained in the coal 
shipped to market. To prevent the shipment of dirty coal the 
United States Fuel Administration by an order of March 18, 1918, 
allowed a bonus of 20 cents per ton extra for coal prepared or washed 
according to prescribed regulations. Another order, effective 
June 1, 1918, prohibits the sale, shipment, or distribution of coal 
which on account of its content of impurities would not have been 
considered merchantable prior to January 1, 1916. In case of 
violation, 50 cents per ton from the government price may be 
deducted if the coal has been loaded into cars or bins. Inspectors 
appointed by district representatives of the Fuel Administration 
are to enforce the order. 

The production of coke has increased from 34,555,914 net tons 
in 1914 to approximately 56,600,000 tons in 1917. Maximum 
prices for coke were fixed by the United States Fuel Administrator 
on November 9, 1917, with subsequent revisions. One of the most 
significant features in the industrial history of the United States 
is the remarkable growth of the by-product coke industry in the 
past four years. With the advent of the war this country began 
to realize the economic necessity of making itself independent of 
foreign countries for its supply of coal-tar products; entirely new 
industries were created, and a solid foundation was laid for a large 
and promising expansion and utilization of our coal resources in 
the future. 

The great demand for fuel material of all kinds has also served 
as a strong stimulus to increase the production of fuel briquettes. 


* Anthracite Committee, Circular No. 1, March 12, 1918. 


682 JOURNAL OF POLITICAL ECONOMY 


In 1916 the output of fuel briquettes in the United States amounted 
to 295,155 net tons; in 1917 to 406,856 net tons, or an increase of 
38 per cent. 

TRANSPORTATION 

The question of transportation and car supply at the mines has 
been perhaps the most difficult war-time problem with which the 
coal industry has had to cope, and nowhere does this problem 
involve such enormous difficulties as in the United States. Traffic 
congestion caused by the extraordinary demands made upon the 
railroads by war industries, troop movements, etc., has time and 
again paralyzed the transportation of coal frem the mines to the 
consuming markets. Conditions have been most serious at im- 
portant railroad gateways and terminals like Cincinnati, Chicago, 
and New York. The great movement of freight to the Atlantic 
seaboard with insufficient vessels to remove the freight—docks and 
warehouses being filled and railroad cars left standing in the yards 
and on sidetracks—finally brought on such an acute state of affairs 
during the winter of 1917-18 that the United States Fuel Adminis- 
trator issued his famous “closing’’ order, on January 17, 1918, 
providing for five fuelless days from January 18 to 22 and on every 
Monday, beginning January 28, 1918, and continuing up to and 
including March 25, 1918. 

The slow movement of coal cars in transit and delays in return- 
ing empty cars to the mines, due in part to the general congestion 
of traffic prevailing throughout the country, brought on what is 
generally considered the most serious phase of the coal situation, 
viz., car shortage at the mines. This one factor has done more 
than all other causes combined to keep down coal production. 
In most of the coal fields of the country coal mines have been 
forced to close down for shorter or longer periods, while others have 
been running on short time, in both cases involving a decreased 
production.' This state of affairs began to develop in the fall of 
1916 and has continued to become more serious since then. 


* According to data compiled by the Southern Ohio Coal Exchange (see Hearings 
before the Subcommittee of the Committee on Manufactures, United States Senate, 
Sixty-fifth Congress, Second Session, January 9, 1918, p. 367), the full-time output 
lost from October 29 to December 22, 1917, on account of car shortage by coal operators 
who are members of that association amounted to 562,889 net tons out of a full-time 
capacity of 1,608,942 net tons. 





THE WORLD’S COAL SITUATION 683 


A statement given out by the National Coal Association" gives 
the following figures to show the loss in production of bituminous 
coal on account of car shortage for the period from January 1 to 
March 1, 1918, the figures being based on official returns of the 
United States Geological Survey up to February 9, and upon con- 
servative estimates for the remainder of February. 

Week Ending Lost Tonnage 


2,321,540 
3,874,818 
5,449,695 
4,064,448 
4,569,366 
4,348,986 


Vice-president F. S. Landstreet of the Consolidation Coal 
Company, the second largest coal-producing company in the 
United States, mining on an average 14,000,000 tons of bituminous 
coal annually, recently made the following statement? regarding 
coal-car shortage: 

Our records show that for the last six months there has been approximately 
only 60 per cent of railroad cars furnished that the miners employed were 
capable of loading. It further shows that an average of 6,500 miners has 


been idle during that period. While the same men were not idle continuously 
during that period there was an average of that many idle every day. 


As this company produces a little over 2} per cent of the entire 
production, and as the conditions shown by this company are 
typical of the conditions prevailing in the entire bituminous region, 
it is easy to see that there has been at least an average of 100,000 
miners idle every day for six months. 


* The Daily Digest of the National Coal Association, February 28, 1918. 

? Coal Mining Review, February 1, 1918, p. 12. 

3 According to returns received in answer to a questionnaire sent by John L. Lewis 
of the United Mine Workers of America to 2,700 local unions, seeking information 
relative to all idle days due to car shortage from December, 1916, to November 1, 1917, 
the idle days during that period caused a reduction of 50,000,000 tons production 
(Coal Trade Bulletin, January 1918, p. 22). 
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THE PROBLEM OF DISTRIBUTION 

In addition to keeping down the production at the mines the 
inadequacy of railway facilities has seriously interfered with the 
distribution of coal from the coal fields to the consuming markets. 
This was the case particularly with New England and the North 
Central states which get their coal supply from the coal docks along 
Lakes Superior and Michigan. 

During the season of 1916 the coal shipments from the lower 
lake ports, Buffalo, Erie, Cleveland, etc., to the docks of the head 
of the Great Lakes, Superior, Duluth, Milwaukee, Chicago, etc., 
fell off, while the demand for coal for industrial purposes greatly 
increased. Formerly at the beginning of each coal season a con- 
siderable stock of coal remained on hand at the docks from the 
previous year. But at the opening of the lake season in 1917 these 
stocks had been practically depleted and prospects of an imminent 
coal shortage for the following winter. had to be reckoned with. 
To avert such a calamity Judge Lovett, at that time United States 
Director of Priority Shipments, issued Priority Order No. 1 on 
August 23, which gave priority to bituminous-coal shipments from 
the lower lake ports to the lake docks in the Northwest.’ As a 
result of this order the lake coal shipments which passed through 
the Soo canals (American and Canadian) during the season of 1917 
showed an increase of 13.6 per cent over the previous year. The 
following table shows the shipments in tons of anthracite and bitu- 
minous coal through the Soo canals during the years 1916 and 1917. 





1916 1917 
pe ere ee 2,210,219 2,562,199 
I 5.056 56-4. domiewadnsiete 13,912,900 15,736,654 
CE 16,123,119 18,298,853 


In the Eastern states a greatly increased demand for war indus- 
trial purposes and a heavy increase in the population of manufactur- 
ing centers brought on more or less acute coal shortages during the 
winters of 1916-17 and 1917-18. According to a report by the 
Provost Marshall General to the Secretary of War in connection 
with the selective-service act of 1917, the population of the eastern 


* The Coal Dealer, February, 1918, p. 50. 
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industrial region, comprising the states of New York, Pennsylvania, 
New Jersey, Maryland, District of Columbia, Delaware, Massachu- 
setts, and New Hampshire, increased during the past seven years by 
approximately five millions, or 15 per cent. The greatest shortage 
of anthracite for household consumption was experienced in New 
England. Formerly that section got the bulk of its coal supply by 
water, but the taking over of a large number of vessels by the 
government for war purposes greatly reduced the facilities for 
coastwise coal shipments. On October 27, 1917, the United States 
Fuel Administrator authorized the fuel administrator of New 
England to obtain and supply coal in limited quantities to meet 
cases of immediate and pressing exigency and to authorize special 
sales at wholesale to insure continued operation of public utilities, 
essential industrial plants, and for other purposes. In January, 
1918, the coal shortage in New England assumed such an alarming 
aspect that on January 3 the United States Fuel Administrator 
issued a general priority order to certain coal mines directing them 
to consign a certain number of cars of coal per day to the fuel 
administrator of New England who was to direct the resale and 
distribution of the same. 

Table I indicates the distribution of anthracite coal during the 
year of 1916-17 by states grouped in sections, as well as the allot- 
ments for railroad supply, shipments to Canada, miscellaneous 
exports, and allotments for army and navy camps and cantonments, 
as published by the Anthracite Committee of the United States Fuel 
Administration.’ The table also shows the proposed allotment of 
anthracite for the year 1918-19 and the present increase and 
decrease for the two years. 

It is significant to note that the distribution to New England 
and the Atlantic states will be materially increased, while the supply 
to other sections of the country will be curtailed by 2,202,288 tons. 
The trans-Mississippi states Missouri, Kansas, Nebraska, and 
Iowa will not receive any anthracite coal. 

The plan outlined in Table I constitutes the first systematic 
effort to regulate the distribution of anthracite coal in the 
anthracite-consuming territory. The fact that with the exception 
1 The Daily Digest of the National Coal Association, May 29, 1918, p. 6. 
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of a very small tonnage of anthracite coal received in Arkansas and 
in New Mexico all of our anthracite-coal supply comes from a very 
limited area, comprising 550 square miles in eight counties of 
northeastern Pennsylvania, makes the distribution of anthracite a 
comparatively simple problem as compared with the distribution 
of bituminous coal. The thousands of bituminous-coal mines 
spread out over twenty-six coal-producing states, with well-defined 
markets for certain kinds of coal and long-established channels 
of distribution involving much cross-hauling and long-distance 











TABLE I 
| | 
} 1916-17 1918-19 Percentage of | Percentage of 
| Distribution Allotment Increase Decrease 
New England.............} 9,833,379 | 10,331,000 16.95 ae 
Atlantic states........... | 27,878,233 | 31,417,154 12.69 eee 
Central states.............| 5,100,024 a er ree | 31.73 
Northwest Sass 2,710,188 oe | eee 12.18 
Trans-Mississippi... . . | 627,965 SAE Sane te | 100.00 
Twenty-four states........| 137,966 SOO: Sarre | 100.00 
Railroad supply...........| 2,481,754 8 are ee eee 
Canada or | SBS008t | 3808000 |... 2.260600 | 6.59 
Miscellaneous exports 51,930 | ee ee shiv ard areca ahs 
Army and navy camps and} 
cantonments. oe ees ee GOOGGO bocicsciccccs TRE ee eee 
Total eee | 51,677,400 | 54,345,783 5.16 Banos 
| | | 





shipments, combined to make government regulation of bituminous- 
coal distribution a very complex problem, beset with added diffi- 
culties on account of the dislocation of industries resulting from 
the war. 

The first efforts to regulate the distribution of bituminous coal 
were made by the Committee on Coal Production of the Council 
of National Defense. In June, 1917, that committee was instru- 
mental in organizing the Lake Erie Bituminous Coal Exchange at 
Cleveland, Ohio. This exchange is composed of shippers and 
consignors of coal which is to be transported via rail to Lake Erie 
ports for transshipment via vessels. The working regulations of 
this exchange provide that all bituminous coal for transshipment 
from Lake Erie ports, subject to the exchange, shall be consigned 
to the exchange and shall be graded as to kinds and classified as to 
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designated consigning pools under the direction of its executive 
committee. A statement issued by the exchange states that the 
proposed pooling plan contemplates (a) the reduction of grades 
and classifications of coal to a minimum, the classifications in 1916 
having reached as high a number as 118 at one port; (b) the 
reduction of the number of boats detained at lake ports awaiting 
the accumulation of cargoes by individual shippers; (c) material 
reduction in switching services incident to the handling of coal on 
the basis of numerous classifications; (d) reduction in the demand 
on storage yards of lake cargo coal-carrying lines, these lines having 
held at lake ports during that part of the year 1916 when lake 
navigation was in full operation more than 20,000 cars daily; (e) 
an increased available boat tonnage by eliminating the attraction 
to return light from Lake Erie ports to Lake Superior ports. It was 
hoped to reduce, under the plan devised, the number of consign- 
ments of coal shipped to Lake Erie ports for reshipment by lake 
from 677 in 1916 to 97 in 1917. In 1918 the name of this pool was 
changed to Ore and Coal Exchange." 


THE ZONE SYSTEM 


The experience during the year 1916-17, when numerous coal 
shortages had developed in different sections of the country, relieved 
only partly by priority-shipment orders, made it clear that unless 
radical changes were effected with respect to the distribution of 
bituminous coal the most serious consequences would be likely to 
result in the immediate future. Accordingly the United States 


* Other coal shippers’ pools formed along similar lines are the Columbus Coal 
Shippers’ Terminal Pool Association and the Liberty Fuel Exchange, which combines 
the coal shippers along the three principal railroad lines through Cincinnati. On the 
Atlantic Coast the Tidewater Coal Exchange serves a similar purpose. It was formed 
through the efforts of the Committee on Coal Production of the Council of National 
Defense and was formally approved by the United States Fuel Administrator on 
November 6, 1917, by an order requiring all transshippers of coal at New York, Phila- 
delphia, Baltimore, and Hampton Roads to make shipments through this exchange. 
In a statement attached to the order it was said that the order would result in all 
shipments through these ports being handled through the medium of the exchange, 
and it was estimated that this would greatly decrease the detention of coal cars at the 
ports, increase the car supply at the mines, and at the same time make available at all 
times sufficient coal for emergency purposes for the army and navy requirements. 
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Fuel Administration, after prolonged conferences with coal pro- 
ducers, jobbers, and consumers, and with traffic and operating 
officials of the railroads, devised a zone system for the distribution 
of bituminous coal for the year beginning April 1, 1918. By an order 
of the United States Fuel Administrator, dated March 27, 1918 
the states, with the exception of the Rocky Mountain and Pacific 
Coast states, were divided into fifty-seven zones, each of which is 
restricted to the use of coal from certain producing districts. The 
Rocky Mountain and Pacific Coast states under the zone system 
will be dependent for their bituminous coal, except for special 
purposes, on coal mined in Montana, Wyoming, Colorado, New 
Mexico, Utah, Washington, and Oregon. The whole zoning plan 
applies only to bituminous and cannel coals and not to anthracite 
coal or coke. In order to provide for consumers who require 
illuminating or producing gas, by-product coking, metallurgical 
smithing, or other particular purposes, or require special coals 
which are not produced in the coal districts from which the zoning 
plan permits shipments to be made, special permits covering such 
cases are issued. The zone system affects all bituminous coal 
except (1) coal for railroad fuel, for which special arrangements are 
made, (2) coal for movements on inland waterways, which is in no 
way restricted by the system, (3) coal delivered to Canada, which 
is subject to regulations of the Fuel Administration. 

The purpose of the plan is to save transportation by the elimina- 
tion of unnecessary long hauls and avoidable cross-hauls, thereby 
conserving the car supply and increasing car utility and the pro- 
duction of coal. The method of enforcement of the zoning system 
is simple. The United States Fuel Administration prohibits distri- 
bution beyond the limits of the zone, and the Railroad Administra- 
tion supplements these prohibitions by railroad embargoes. 

A statement issued by the United States Fuel Administration 
in conection with the zone order states that the general effects of 
the zone system is to restrict eastern coal to eastern markets and 
to fill the shortage in the Central and Western states with nearby 
coal produced in those states. In addition to the saving in transpor- 
tation the system will provide for the possible retention of something 
like 5,000,000 tons of coal for the Eastern states which heretofore 
has gone West by rail. It will eliminate the movement of more 
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than 2,000,000 tons of Pocahontas coal to Chicago and other 


western points over a haul of about 660 miles. 


Chicago is to obtain 


this tonnage from southern Illinois mines with an average haul of 


312 miles. 


On shipments of 550,000 tons annually from Kanawha 


districts to Wisconsin points it is planned to save about 2,500,000 
car miles; on the movement from southeastern Kentucky to 


TABLE II 


EsTIMATED CONSUMPTION IN Net Tons oF Bituminous COAL IN THE 
UNITED STATES IN 1917 AND REQUIREMENTS FOR 1918-19 








1917 Amount 


1918-19 Amount 


Percentage of 
Increase 1918-19 














over IgI7 
SE Oey eee 204,907,000 242,024,000 18 
I 33 arcs ceteris ars Soin acest 66,915,000 75,078,000 13 
Gas and electric utilities............ 33,038,000 37;941,000 15 
WN cai 05551025 prayi re ore oe-oasetsinse 155,000,000 166,000,000 7 
ee en en ee 24,000,000 24,000,000 ° 
POP IID 5 ik os oe Kc owros cence 52,450,000 52,450,000 ° 
a 7,700,000 10,000,000 30 
Bunker-domestic, including Great 
ES oo exec ee eas cratered 5,000,000 5,000,000 ° 
Used at coal mines for steam and heat 11,000,000 | 12,500,000 14 
PONS ari ocbow, overece Le sive ploseteerans 560,010,000 625,594,000 12 
Used from storage........ 4,375,000 
Ns 6. cin cans cdoantvere 907,000 5,282,000 
Estimated production.............. 554,728,000 
Substitution of coal for oil, mainly in 
a OS PTT eT TTT ee ee Te ee Te 2,000,000 
To increase stocks of industrial plants 
and public utilities outside of New 
England by ten days’ supply......].............. 7,000,000 
Total requirements for 1918 with- 
out allowance for estimated 
ne. Err eer re 634,594,000 
I ET soo boinc needs cossarcindocns 554,728,000 
MPN COME os os os csaireNsacwiadcmnesy 79,866,000 14.4 














Chicago the saving is estimated at about 800,000 car miles, and the 
elimination of the Indiana to Iowa movement will save 1,600,000 


car miles. 


The movement of approximately 300,000,000 tons of 


bituminous coal, or 60 per cent of the total production, will be 


regulated by the zone system. 


Table II, compiled by the United States Fuel Administration, 


shows the estimated consumption of bituminous coal during the 
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coal year 1917 and the estimated requirements for the present 
coal year. 
COAL PRICES AND PRICE FIXING 

The inflated and speculative prices which obtained in the coal 
market during the spring and early summer of 1917, and which the 
maximum prices voluntarily agreed upon by the Committee on 
Coal Production of the Council of National Defense and bituminous 
coal operators at the meeting held in Washington on June 28, 1917, 
failed to stabilize, resulted in a nation-wide call for remedial action 
by the federal government. In response to this popular demand for 
effective price regulation President Wilson on August 21, 1917, 
before a United States Fuel Administrator had been appointed, 
fixed maximum mine prices for bituminous coal for twenty-two 
states, and on August 23 for anthracite coal. These prices were 
subsequently added to and revised at different times by the United 
States Fuel Administrator. Up to April 1, 1918, the number of 
additions and revisions amounted to 209, covering special prices for 
individual mines, changes in state prices, and prices for special 
coai fields or districts, like the Blue Gem district in Kentucky, the 
New River field in West Virginia, etc. 

BITUMINOUS PRICES 

Table III indicates the average prices of bituminous coal at the 
mines in 1915, the maximum prices agreed upon at the Washington 
meeting June 28, 1917 (so-called ‘‘Peabody-Lane”’ prices), the 
President’s prices, and a selected list of the maximum prices fixed 
by the United States Fuel Administrator as in effect on April 1, 
1918. To the maximum prices fixed by the United States Fuel 
Administrator should be added an allowance of 45 cents per ton for 
wage increase, granted under an order of October 27, 1917," and an 
extra maximum allowance of 20 cents per ton to cover preparation 
or washing, authorized by an order of March 18, 1918. It is to be 
noted also that on May 25, 1918, a reduction was ordered amounting 
to 10 cents per short ton. 

Table IV, prepared by the Director General of Railroads, 
illustrates the steady increase in the cost of railroad coal since 1915. 


* See discussion in the section on labor condition, below, p. 698. 
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As the railroads consume about one-third of the country’s coal 
supply and as most of the coal consumed by the railroads is sold 
at contract prices, these figures are of special interest. 


TABLE III 

















Maximum Pri 
“‘PEABODY- hee ee FIXED BY THE Untrep 
Romy ie gg EOS 
Mines Accorp- os AUGUST 21, 1917 Aprit 1, 1918 
ING TO UNITED 
STATES GEOLOG- = 7 & 0 b 
ICAL SURVEY, =e Eels] Ee |S58,|s2| Ee S32 
~ cm 6 ou n ca oO a 
re $1. 28 $4.00]..... $1 .9o|$2.15|$1 .65/$2.15|$2.45/$1.85 
9.901. .6.-s 2.15] 2.40] 1.90] 2.85] 3.10] 2.45 
‘ eo ee 2.40] 2.65] 2.15 
pO ee an ees Roper 2.65] 2.90} 2.40] 3.70) 4.60) 2.40 
4-35] 5-15} 2.60 
Comemage. .... 5.0.50 ee ee Aeereee 2.45] 2.70] 2.20] 2.25] 3.50) 1.25 
2.361 3.26) 3.65 
BRING co or cccaceas 1.10 2.75|$3.50| 1.95] 2.20] 1.70] 2.65} 2.90! 2.40 
2.40] 2.65] 2.15] 2.00] 2.20] 1.70 
Tr 1.10 2.75| 3.50} 1.95] 2.20) 1.70) 2.00] 2.20] 1.70 
2.95} 3.25| 1.70 
Ree ee ee nn Sree err 2.70} 2.95] 2.45] 2.70] 2.95] 2.45 
2.75| 3.10} 2.00 
ee Sere See 2.55} 2.80] 2.30) 2.70] 2.95) 2.45 
Rentucky.......... 1.01 3-00] 3.50] 1.95] 2.20] 1.70] 2.65] 2.90] 2.40 
2.40} 2.65] 2.15] 2.30] 2.55] 2.05 
Marylend............ 1.28 3.00] 3.50] 2.00} 2.25] 1.75] 2.40] 2.65] 2.15 
ii re Fe a Peers Pees 2.70} 2.95] 2.45] 2.70] 2.95] 2.45 
3-15] 3.40] 2.45 
Monmtama.......... Se eee eee 2.70} 2.95} 2.45] 2.70) 3.60) 1.00 
New Mexico....... cS a Serre ee 2.40] 2.65] 2.15] 4.25] 5.05) 3.55 
3-05] 4.05] 2.00 
| __  ee aera 1.08 3.00] 3.50] 2.00} 2.25] 1.75] 2.00] 2.25] 1.75 
3.25] 3.50] 2.35} 2.60) 2.10) 2.35) 2.60) 2.10 
3.50 
Oklahoma.......... MM Bos eakon sae 3.05] 3.30} 2.80} 3.70} 4.60] 2.40 
4.25| 5.10) 3.00 
Pennsylvania....... 1.06 3.00] 3.50] 2.00] 2.25] 1.75] 2.60] 2.60) 2.60 
2.00} 2.25] 1.75 
Tennessee.......... 2.23 Co eee 2.30] 2.55] 2.05] 2.65] 2.90! 2.40 
2.40] 2.65) 2.15 
WOR a.c.ccancewu Ce nn ere sree 2.65] 2.90} 2.40} 3.60) 4.40) 2.25 
4.25| 5.05] 2.2 
MN 92s heros state ea Pemeane’: Reneera 2.60} 2.85} 2.35} 2.65] 3.30] 1.50 
ae ee .98 3.50] 3.00} 2.00] 2.25] 1.75) 2.65] 2.90] 2.40 
2.40} 2.65] 2.15 
Washington........ Sa See spews 3-25] 3.50] 3.00] 6.00] 5.25] 2.50 
3-95) 3-75} 1-25 
West Virginia...... -97 3.00] 3.50} 2.00] 2.25] 1.75| 2.40] 2.65] 2.15 
2.15] 2.40] 1.90] 2.00] 2.25] 1.75 
Wyoming.......... OE: txawecton 2.50] 2.75] 2.25] 2.15 2.00)..... 
{ 
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The prices fixed by the United States Fuel Administrator in 
most cases show an increase over the President’s prices, but it 
should be noted that the former take into consideration subsequent 
wage increases and increased costs in general. A comparison of 
columns 2, 3, and 4 with column 1 in Table III illustrates the 
marked rise in the price of coal during the war. While the 
“Peabody-Lane”’ price showed little variation, being in most cases 
$3.00 for mine run and $3.50 for prepared sizes, the President’s 
prices show considerable variations, ranging from $1.65 to $3.50. 
The prices fixed by the United States Fuel Administrator show a 
still greater spread, due to the fact that they are based primarily 
on the cost of production in the different coal fields of the country. 








TABLE IV 
Year Tons Price per Ton Total Cost 
ee - 122,000,000 $1.13 $137,860,000 
eS ee ....] 136,000,000 1.32 179,520,000 
ee | 154,000,000 2.12 329,000,000 
eee er ae | 166,000,000 2.95 489,700,000 





Regular monthly cost reports were required from coal operators 
by the Federal Trade Commission in accordance with prescribed 
instructions. These cost forms include the following main items: 
labor, supplies, debits and credits to cost, fixed charges and general 
expenses, selling cost, income statement, deduction from income, 
charges to fixed assets. Each of these main items is subdivided. 
Under fixed charges and general expense, for instance, come the 
following subdivisions: royalty, depletion, depreciation (structure, 
equipment, development), deferred charges, taxes, general insur- 
ance, disability or workmen’s compensation insurance, officers’ 
salaries and expenses, clerical salaries and office expenses, legal 
expenses, miscellaneous. Additional items provided for include 
the following: tonnage, sales, coal inventories, and general informa- 
tion, such as number of days worked, cause of idle days, average 
number of men employed per day worked, location of mine, coal 
field, kind of coal, number or name of seam, and average thickness 
of seam. 
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On December 6, 1917, the United States Fuel Administration 
issued rules of procedure for producers requesting a revision of 
mine prices or a change of territorial classification. These rules 
require applicants to make a detailed report to the Federal Trade 
Commission on specially prepared uniform cost sheets for the entire 
year 1916 and separately for each subsequent month up to the time 
of making application, with an attached statement giving the 
petitioner’s reason for belief that a revision of price is justified. 
The Federal Trade Commission is to report to the Fuel Administra- 
tion on its findings. 

ANTHRACITE PRICES 

The matter of fixing maximum mine prices for anthracite has 
proved to be comparatively simple. Comprehensive official data 
on the cost of production were available, and the number of anthra- 
cite mines is not large, while conditions at the different mines do 
not vary nearly as much as in the bituminous coal fields. 

In its interim report to the Senate of the United States on 
anthracite prices, the Federal Trade Commission on May 4, 1917, 
states that the May price at the mine of ordinary white ash anthra- 
cite, allowing for the 40 cents discount, was approximately as 
follows: 








| Gross Ton Net Ton 
Moco ara daciasing | $4.05 $3.61 
Sr re 4.30 3.84 


2 ee 4.40 3.93 





The following table shows the maximum mine prices fixed by 
the President on August 23, 1917, for Pennsylvania anthracite coal. 











White Ash Red Ash Lykens Valley 
Broken....... $4.55 $4.75 $5.00 
rere 4.45 4.65 4.90 
stove... 4.70 4.90 5.30 
Chestnut..... 4.80 4.90 5.30 
Pee BO Wg isiaasiscbek susp wecuaas 














The United States Fuel Administrator on October 1, 1917, fixed 
the maximum price of pea coal at $3.40, $3.50, and $3.75, for 
the different qualities, respectively. 
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To the foregoing prices 35 cents is to be added for wage increase. 
The prices in the foregoing table are for coal from railroad com- 
panies’ mines. The so-called independent-operators’ mines are 
allowed to charge 75 cents per gross ton more. Special prices were 
fixed January 1, 1918, for Bernice and Spadra anthracite coal from 


Arkansas. 
RESULTS OF PRICE FIXING 


Regarding the general effect of government price fixing of 
maximum mine prices for coal, it must be said that coal prices have 
been stabilized successfully by the policy established by the Lever 
Act. The voluntary maximum prices agreed upon at the Wash- 
ington meeting of June 28, 1917, proved a failure. Not only were 
the prices agreed upon considered too high by the general public, 
but failure on the part of many operators to abide by the agreement 
made the latter illusory, in the absence of an agency to enforce the 
agreement. The method of fixing mine prices followed by the 
Fuel Administration is elastic enough to permit revisions to be made 
whenever necessary, and a number of changes have been made thus 
far, including upward as well as downward revisions. 

The problem of fixing maximum prices for coal, that are fair and 
reasonable to operators as well as to consumers, is much more 
difficult in the United States than in other coal-producing countries, 
on account of the large number of mines involved, the different 
kinds of coal, the varying conditions of mining among the different 
coal fields and even within the same coal field, such as thick and 
thin veins, high and low cost mines, etc. In view of these condi- 
tions the fixing of a uniform maximum price for all the mines in a 
certain coal field or in a whole state is likely to result in giving a 
slight advantage to some mines, while others are made to suffer. 
However this may be, it must be acknowledged that the price- 
fixing policy pursued by the United States Fuel Administration has 
been successful in accomplishing two results of fundamental 
importance in the war-time economy of our nation, viz., stability of 
prices and stimulation of coal production. 


THE POSITION OF THE JOBBER 
The question of the need of the coal jobber has been freely 


discussed during the past two years. Strong sentiment was aroused 
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throughout the country by the speculative transactions of many 
jobbers during the coal panic in the winter of 1916-17,’ and the 
necessity of curbing the jobbers’ profits was recognized generally. 
At the Washington meeting, June 28, 1917, under the auspices of 
the Committee on Coal Production of the Council of National 
Defense, a maximum jobbers’ commission of 25 cents per net ton 
was agreed upon. On August 23, 1917, President Wilson fixed 
the jobbers’ margin at.15 cents per net ton for bituminous coal, at 
20 cents per gross ton for anthracite coal east of Buffalo, and at 
30 cents per gross ton west of Buffalo. Under this order the jobber 
was also allowed 5 cents per gross ton in case he incurred the expense 
of rescreening coal at Atlantic or lake ports for transshipment by 
water. 

In order to check up jobbers’ transactions the Federal Trade 
Commission, in co-operation with the United States Fuel Adminis- 
tration, required jobbers to make bi-weekly reports on all their 
sales. According to a report issued by the United States Fuel 
Administration on March to, 1918, refunds aggregating $34,000 
and covering forty-two cases of overcharges on coal sales had been 
made as a result of investigations of sales reports. Under an order 
by President Wilson of March 18, 1918, coal jobbers were required 
to secure a license on or before April 1, 1918, from the United 
States Fuel Administrator. 

Certain abuses under the President’s order of August 23, 1917, 
fixing jobbers’ margins, principally the fact that certain producing 
concerns also operated as jobbers and charged a double profit, 
resulted in a change in the regulation of jobbers’ commissions. 
Under the new rulings of the United States Fuel Administrator 
effective April 1, 1918, the jobber may buy coal, if he can, from the 
producer at less than the maximum government mine price, and 
resell the coal up to the maximum mine price, or he may serve as a 
purchasing agent for retail dealers or ultimate consumers and make 
a charge for his services not to exceed 15 cents a ton on bituminous, 
20 cents on anthracite coal east of Buffalo, and 30 cents west of 
Buffalo. He may not charge both commission and profit in buying. 
If the jobber chooses to purchase and resell for his own account, he 


* See Report of the Federal Trade Commission on Anthracite and Bituminous Coal, 
1917, p. 58. 
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must procure a license; if he operates merely as a purchasing agent, 
he need not take out a license. 


RETAIL PRICES 





When retail coal prices began to rise in the fall of 1916, the 
Federal Trade Commission investigated the gross margins of retail 
dealers in different parts of the country, and issued bulletins at 
frequent intervals on the retail coal price situation in different 
cities. This method of keeping the public informed as to actual 
conditions in various retail coal markets exercised a restraining 
influence on dealers and was instrumental in focusing public 
attention upon abnormal conditions. Subsequently, when maxi- 
mum mine prices had been fixed, it also became necessary to regu- 
late retail coal dealers profits. On October 1, 1917, the United 
States Fuel Administrator issued an order to this effect: It provides 
that the retail gross margin added by any retail dealer to the average 
cost of coal shall not exceed the average retail gross margin of such 
dealer for the calendar year of 1915 plus 30 per cent; the state 
fuel administrators were charged with investigating the cost of 
coal distribution and the profits of retail dealers to make the latter 
conform with this order. Under this ruling the retail coal prices 
of different dealers vary greatly on account of the variations in 
costs. For instance, in Chicago the gross margins established for 
sidewalk delivery on household coal is from $1.95 to $2.20 per ton; 
on industrial coal, from $1.70 to $2.05. Since January 7, 1918, 
dealers have been permitted to add 50 cents per ton on account of 
increased cost of cartage, etc.’ In St. Louis the gross margin 
has been fixed at $2.50 to $2.75 on Arkansas and Oklahoma semi- 
anthracite, smokeless, and anthracite, and at $1.50 on steam coal. 
At Madison, Wisconsin, the retail gross margin has been established 
at $2.10 for household coal and $1.60 for industrial coal. In 
Pittsburgh, Pennsylvania, the retail gross margin for coal has been 
fixed at $1.17} per ton.? Retail coal prices the country over will 
be affected by a recent order of the Interstate Commerce Com- 
mission, effective June 25, 1918, which provides for an increase in 
the freight rates for coal amounting to from 15 cents to 50 cents 





per ton. 


* The Coal Dealer, March, 1918. 2 Coal Trade Journal, May 1, 1918, p. 577- 
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One of the most important actions taken by the United States 
Fuel Administration, in so far as coal prices are concerned, is the 
regulation of contracts, established by an order of December 24, 
1917. Formerly the bulk of the coal sold by operators, wholesalers, 
and jobbers was sold on contract. The new order provides that no 
contract shall provide for the delivery of coal over a period longer 
than one year, that the contract price shall not exceed the fixed 
maximum prices, and that every contract shall be subject to can- 
cellation by the United States Fuel Administrator. 


LABOR CONDITIONS 


The labor situation in the coal-mining industry of the United 
States has undergone some significant changes during the past three 
years as compared with pre-war conditions. In 1915 and 1916 
the high scale of wages paid by manufacturers of war material, 
averaging about 20 per cent in excess of miners’ wages, caused a 
steady migration from the coal fields to other industrial centers. 
The draft made additional inroads into the labor supply at the 
mines. According to John L. Lewis, until recently statistician of 
the United Mine Workers of America, out of a total membership 
of 450,000 mine workers, 19,135 members of the U.M.W.A. enlisted 
and 60,604 are subject to the draft. The reduction in the number 
of anthracite mine workers has also been considerable. While 
the number of mine workers in the anthracite coal fields of Penn- 
sylvania before the war amounted to 177,000, in 1914 the number 
increased to 180,899, and in 1918 was reduced to 153,534. At the 
same time immigration from foreign countries, which formerly 
furnished a constant supply of mine labor, has come almost to a 
standstill. 

The prosperous financial condition of the coal market and the 
scarcity of labor in the coal fields has greatly benefited the wage 
situation of mine workers. Several wage-scale increases went into 
effect during 1916 and 1917, and wages have been higher than at 
any previous time. The new wage agreement of April 1, 1916, for 
the Central Competitive District, comprising Pennsylvania, Ohio, 
Indiana, and Illinois, provides for a mine-run basis in paying wages, 
for which the miners’ unions have been striving for many years. 
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Under this agreement the miners received a general increase of 
3 cents a ton in the pick-mining rate, a corresponding advance in 
the machine rate, and 5 per cent increase for other classes of labor. 
Anthracite miners on May 1, 1916, made an agreement with the 
operators providing for an eight-hour day and a 3 per cent increase 
in wages. In 1917 two wage increases went into effect, one in 
April, approximating 20 per cent for bituminous-coal miners and 
from 10 to 35 per cent for anthracite miners, the other in October, 
for bituminous miners, amounting to 45 cents per ton. The 45- 
cent wage-increase agreement of October 27 was made subject to 
the condition that it shall not apply in any district in which opera- 
tors and miners fail to agree upon a penalty provision preventing 
strikes and violations of agreements. The United States Fuel 
Administrator, in recommending to the President the 45-cent 
advance stated that these wage increases mean an advance over 
the wages of April 1, 1914, of 50 per cent to miners and 78 per cent 
to the best-paid laborers. It is further explained in this com- 
munication to the President that the United States Fuel Adminis- 
trator in reaching the conclusion that coal prices should be increased 
was influenced partly by the provisions of the agreement intended 
to secure an increased and uninterrupted production of coal. Under 
the provisions of the draft law, the communication continues, 
miners are not excluded asa class. Considerable inroads have been 
made, as a result of the first draft, upon mine labor. Moreover, the 
conditions surrounding the industry in ordinary times account for 
the fact that the average number of days work in the year has been 
from 200 to 230 only. They also, in part, account for the fact that 
the average hours of labor per day have fallen considerably below 
the eight hours stipulated in wage agreements. According to John 
L. Lewis, the U.M.W.A. since the beginning of 1912 have secured 
wage advances amounting to from 30 to 104 per cent, varying 
according to the kind of labor performed.* 

In connection with these increases in wages at the coal mines 
it must be taken into consideration that employment at many coal 
mines throughout the country was very unsteady. The number of 
working days varied greatly on account of frequent shutdowns due 
to lack of car supply, so that while wages were high the number of 


* Coal Age, 1918, p. 204. 
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working days lost materially cut down the total monthly earnings 
of the mine workers. 

Another factor deserving attention is the high fatality record 
in coal mines brought about by war-time conditions. The abnormal 
circumstances under which the coal mines have been operated, 
high-speed production in spite of labor shortage, and frequently 
with inexperienced help, as well as less attention to safety regula- 
tions than under normal conditions, are responsible for an increase 
of 21 per cent in the coal-mine fatalities during 1917 as compared 
with 1916. The greatest increase in fatalities was caused by falls 
of roof or face, while mine cars and locomotives account for the next 
highest increase, followed by gas and dust explosions.’ 

Labor unrest and strikes have been frequent. In most cases, 
however, an agreement was effected without long-drawn-out strikes, 
although in many instances strikes considerably reduced the normal 
output of mines. Data compiled by the United States Geological 
Survey show that in 1916 coal miners’ strikes involved 91,152 men 
in the bituminous and 79,481 men in the anthracite coal fields. 
The total number of days lost in that year on account of strikes 
amounted to 2,389,519 in the bituminous and 955,067 in the anthra- 
cite coal fields, while the average number of days lost per man was 
26 for bituminous and 12 for anthracite miners. Data compiled 
for the year 1917 from coal trade journals indicate that there were 
66 coal miners’ strikes in 12 states, involving 251,595 mine workers. 

The benefit of workmen’s compensation insurance laws in coal- 
mining states is illustrated by the operation of the Pennsylvania 
laws in 1916. There were 792 fatalities in the anthracite and 
bituminous coal fields in that year. The amount of compensation 
paid for fatality cases in the anthracite field amounted to $1,260,804 
and for disability cases $410,845. In the bituminous coal fields 
of that state 301 workers were killed and 10,710 injured or disabled. 
The compensation paid for fatality cases amounted to $771,748, for 
disability $516,493, while the total number of dependents of miners 
killed and injured was 10,179.” 

Organized labor in the coal fields of the United States has grown 
in number and influence during recent years. According to 


* Coal Mine Fatalities in the United States, 1917, U. S. Bureau of Mines. 
? Coal Age, 1918, p. 409. 
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statistics published in connection with the recent meeting of the 


number of men employed in the coal industry of the country. 
From 1910 to 1917 the membership of the U.M.W.A. has increased 
75.93 per cent. There are twenty-eight union districts in the 
various coal-mining states, of which the Illinois district, No. 12, 
is the largest, with a membership of 87,189, the next largest being 
the Central Pennsylvania district, No. 2, with 45,082 members. 


industry have given a powerful stimulus to the organization move- 
ment in the coal trade of this country. The coal industry was one 
of the few important industries of the United States which prior 


associations were formed in each of these three divisions of the coal 


time. The National Retail Coal Merchants’ Association, with head- 
quarters at Washington, and the National Coal Jobbers’ Association 
were both organized in 1917 and combine most of the local retail and 
jobbers’ associations. The National Coal Operators’ Association 


ton. The members handle about 350,000,000 tons of bituminous ' 
The coal export trade of the United States since the outbreak of 


the present war in 1914 offers some very interesting changes. The 
most significant development during that period is a shifting of the 


opened up promising new trade channels for American coal, espe- 


*Coal Age, February 2, 1918. 






























Indianapolis’ the membership of the U.M.W.A. in 
amounted to 415,305, or 57.60 per cent of the total 
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ions incident to government regulation of the coal 








1 no trade organization covering the whole country. 


Local coal operators’ associations have existed for several years 
past in a number of coal fields. There were a few local wholesalers’ 
and jobbers’ associations and a large number of well-organized 


associations of retail coal dealers. In 1917 national 


e number of local associations increased at the same 





on October 23, 1917, with headquarters at Washing- 
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world’s coal markets. The withdrawal of a large 
he normal British coal tonnage from oversea markets 


of the First Annual Convention of the National Coal Association, 
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cially for the high-grade products of the New River and Pocahontas 
coal fields situated so favorably with regard to our oversea ship- 
ping ports. American coal exporters recognized the opportunities 
confronting them, particularly with respect to South American 
markets, with the result that our bituminous coal exports to South 
America increased from 441,368 tons in 1913 to 1,840,128 tons in 
1916. The rapid expansion of our coal trade however came to a 
sudden stop in 1917. The enormous demand for coal and the 
lucrative profits in the home markets caused interest in the export 
trade to lapse. Subsequently the scarcity of ships, high freight and 
insurance rates, and an increasing number of war restrictions were 
instrumental in reducing coal exports still more. While the total 
exports of coal from the United States amounted to 24,079,209 
gross tons in 1916 and to 27,929,141 gross tons in 1917, an increase 
of 3,849,930 gross tons, or 16 per cent, this increase is attributable 
solely to increased exports to Canada. In 1916, 16,597,390 gross 
tons of coal were shipped to Canada from the United States and in 
1917 the coal shipments amounted to 22,442,520 gross tons, an 
increase of 5,845,130 gross tons. 

If we exclude the coal exports to Canada the remaining exports 
of coal from the United States to foreign countries show a decrease 
of 1,995,198 gross tons, or 26.7 per cent, for the year 1917 as 
compared with 1916. The countries to which coal exports from the 
United States increased more than 10,000 tons during 1917 are 
Chile, with an increase of 138,998 tons; Cuba, 51,155 tons; Danish 
West Indies, 13,430 tons; England, 44,411 tons; Jamaica, 13,500 
tons; Mexico, 35,646 tons; Panama, 195,705 tons; Portuguese 
Africa; 12,556 tons; and Spain, with an increase of 20,571. The 
following decreased coal exports are significant: to Argentina, 
599,370 tons; Brazil, 98,009; Egypt, 90,722; Greece, 45,998; Italy, 
1,204,599; Norway, 55,096; Sweden, 70,986; Uruguay, 92,767. 

Coal for bunkering and for export is now controlled by the 
United States Fuel Administration. An order of December 13, 
1917, provides that coal for bunkering and for export, except for 
Canada and Mexico, shall be sold at the maximum mine prices 
plus $1.35 per short ton. An order of April 1, 1918, prohibits the 
shipment of coal to any port for bunker purposes without permission 
of the United States Fuel Administrator. 
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While it remains problematical, of course, what the develop- 
ments of the American coal export trade will be in the post-bellum 
period, certain outstanding facts can be recognized even now, which 
may have an important bearing on the future export situation. A 
survey of all the coal-consuming countries of the world shows a 
world-wide dearth of coal which promises to continue throughout 
the industrial reconstruction period after the war. Great Britain 
and Germany, the two countries which produce the greatest ton- 
nage of coal next to the United States, will, according to well- 
informed authorities, need most if not all of their coal at home, and 
will not be able to export any large tonnages to foreign markets for 
several years to come. 

The United States with its enormous coal resources, greatly 
increased output, and many hundreds of new mines will be the 
logical source of supply for the bulk of the demand from oversea 
markets formerly supplied by Great Britain and Germany. A 
second and very important factor to be taken into account will be 
the new American merchant marine now under construction. 
Prior to the war control of the coal export market was determined 
chiefly by the abundance and cheapness of transportation and the 
ready availability of transportation to the coal fields. This gave 
Great Britain the leading position in the coal markets of the world. 
As conditions are shaping themselves at the present time it looks 
as though the United States, as the leading maritime power, would 
become the main dependent of the world for coal in the future. 
Whether this is altogether desirable from an economic point of view 
is another question. It may be more desirable for the United 
States to sell coal in combination with the other raw materials as 
a finished product rather than as a raw material. In the interest 
of our infant by-product industry it may, in fact, be highly desir- 
able to export coke rather than coal and to extract the by-products 
from our coal before we export it in the form of coke. 

The question of labor supply will constitute a further important 
factor in deciding the future position of the United States in the 
oversea coal markets, and here again conditions seem to favor this 
country. Our newly established banking and credit facilities in 
foreign countries; the strategic location of the Panama Canal and 
its excellent bunkering facilities; the large modern tide-water 
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loading piers at Lambert’s Point, Sewall’s Point, and Newport 
News; the fact that during the past two years most of the labor- 
saving devices placed in American coal mines were installed in the 
mines whose production is best available for export trade; and last 
but not least such recent constructive federal legislation as the Webb 
law for promoting co-operation in foreign trade and the helpful 
work of the United States Tariff Commission—all these factors 
combined promise a most auspicious future for the American export 
coal trade. 


SUMMARY 


In the foregoing survey of the coal situation in the United 
States during the past three and one-half years of the present war 
three separate periods can be clearly distinguished. The first 
period, characterized by a widespread financial depression, extended 
up to the summer of 1916. Overproduction and unsound business 
conditions, resulting chiefly from unlimited competition, led to 
efforts being initiated by the federal government to improve the 
unhealthy situation obtaining in the coal industry. This was the 
case particularly in the bituminous coal industry. In the fall and 
winter of 1916-17 the situation changed completely. A rapidly 
increasing demand for coal, local coal shortages, and panic prices 
led to numerous investigations by municipal, state, and federal 
authorities for the purpose of protecting the public against exor- 
bitant prices and to procure adequate supplies of coal. In a con- 
siderable number of cities throughout the country municipal coal 
yards were established, primarily for the purpose of providing fuel 
at reasonable prices for the needy." Efforts to stabilize coal prices 
by voluntary agreement having failed, Congress enacted the Lever 
law, which provides for government regulation of the coal industry 
and trade. The enactment of this law marked the advent of the 
third period, in which the coal industry of the country was placed 
under the control of the United States Fuel Administration. Five 
outstanding features characterize this period up to the present time: 
(1) government price fixing, (2) increased production, (3) difficulties 
of transportation, (4) regulation of distribution, and (5) systematic 
conservation. 


* Municipal Coal Yards, Municipal Reference Bureau, University of Wisconsin. 
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The need of stabilizing coal prices was the first important 
economic problem which developed out of war conditions as far 
as the coal situation was concerned and for which a solution had to 
be found. By fixing maximum mine prices as well as jobbers’ 
and retailers’ margins which allowed a fair profit, this phase of the 
coal situation was successfully taken care of. 

Closely linked up with the question of prices is the problem of 
production. The high prices prevailing in the coal market prior 
to government regulation and the liberal policy followed by the 
United States Fuel Administration in establishing maximum mine 
prices had the effect of stimulating the production of coal and made 
it unnecessary for the government to adopt extraordinary measures 
for increasing production. Unquestionably the large and steady 
increase in the coal production of the United States constitutes 
the most significant as well as the most encouraging feature in the 
war-time coal situation of the whole world. The output of Amer- 
ican coal mines might have been still greater if difficulties of trans- 
portation and car shortage had not interfered. 

Inadequate transportation facilities has formed the most 
disturbing element in the whole coal situation thus far. Under 
Federal control of the railways this serious drawback may be 
remedied in the future. The large increase of rolling stock provided 
for by the United States Railway Administration promises relief 
in due course of time. But until an adequate car supply at the 
mines and speedy movement of coal shipments from the mines to 
market shall be realized the coal situation will continue to remain an 
ever-menacing danger to our national welfare. 

In view of these conditions the problem of regulating distribution 
and of conserving and husbanding our available coal supplies has 
become of vital importance. By means of the zoning system, 
recently established, the United States Fuel Administration pro- 
poses to bring about a more efficient distribution of coal shipments. 
Already the fuel supply allowed certain industries has been curtailed 
under agreement with the United States Fuel Administration and 
further measures to conserve the available supply of coal, fuel oil, 
gas, and electricity may become necessary. 

WiLiiAmM Notz 
WasuinctTon, D.C. 



























































COMMERCIAL BANKING AND CAPITAL FORMATION 
III 
I. INTRODUCTION: THE PROBLEM OF LIQUIDITY 


In the analysis of the various ways in which commercial banks 
provide funds for the business world, which constituted the subject- 
matter of the discussion in the preceding paper,’ the question of 
the liquidity of assets was continually pertinent. Detailed dis- 
cussion of this subject was, however, deliberately avoided there in 
the belief that it could best be treated as a separate topic. What 
now is the effect of investment or fixed capital uses of funds upon 
the liquidity of bank assets? Is the theory underlying our banking 
legislation wrong, or have our banks constantly been in a perilous 
condition, and is it because of investment loaning that we have 
had recurring financial disasters? In order to make an adequate 
analysis of the problem of liquidity it is necessary to differentiate 
between ordinary times and the occasional periods of great 
financial strain. We shall consider each in turn. 

The theory underlying our commercial banking legislation has 
been, as already noted, that inasmuch as the deposits of com- 
mercial banks are largely demand obligations it is necessary for 
such banks to invest their funds mainly in short-time paper grow- 
ing out of genuine commercial operations. With maturities care- 
fully arranged in rotation it is argued that a bank may reasonably 
count on having funds coming in each day substantially equal to 
the amount going out. The chief difficulty arises of course during 
the periods of seasonal strain, and hence it is good policy to have 
an unusual amount of loans falling due at the beginning of such 
seasons. With an extensive and varied commercial clientéle it is 
believed that a carefully managed bank can get on with a very 
slender margin of reserve for day-to-day “‘till-money” purposes.? 

* Jcurnal of Political Economy (June, 1918), pp. 484-508. 


? True, we required fairly large minimum reserves under the old national banking 
law, but this was not for till-money purposes. It was rather an ultimate or liquidation 
safety fund. 
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The test of efficient bank management is to keep the reserve at all 
times as low as possible—consistently of course with safety. 

In the analysis of this problem of liquid assets we shall discuss 
the practice that has developed among the rank and file of efficiently 
managed banks. It will be necessary to confine our attention to the 
period before the establishment of the Federal Reserve System— 
for now liquidity of assets from the standpoint of an individual 
bank is mainly a matter of availability for rediscount, while the 
forms of paper that are available for such rediscount is merely a 
matter of legal definition. Since it was before the establishment of 
the Federal Reserve System that the theory that commercial paper 
is automatically self-liquidating and that investment paper is inher- 
ently unliquid was elaborated, we must test this doctrine in the 
light of experience before the law conferred special privileges 
upon commercial paper. 


II. COMMERCIAL LOANS TO CUSTOMERS NOT A RELIABLE 
SECONDARY RESERVE 

To what extent, first, are commercial loans to customers to be 
relied upon as the source of a steady inflow of funds to a bank ? 
Theoretically, a short-time commercial loan, whether based on a 
specific transaction or on the excess of inflow over outflow of funds 
within the period of the loan,’ is almost certain to be paid at 
maturity, because the use of the funds during the life of the loan 
automatically creates the means for its repayment. In practice, 
however, we find that commercial loans made to a bank’s own 
customers are by no means universally liquidated at maturity. In 
the country banks it is not an uncommon practice to grant repeated 
renewals—a loan often being extended for many years.? These 
long extensions do not necessarily indicate that such loans are used 
for investment or that they constitute doubtful assets. They may 
indicate merely a continuous need for borrowed working capital. 
On the part of the bank it is simpler to extend the loan than to 
make a new one; on the part of the borrower it is more convenient 

*See analysis in preceding paper, Journal of Political Economy (June, 1918), 
pp. 645-48. 

2 I know of one case where a single short-time note was extended seventeen years 


before payment. 








Een em te 











re 





COMMERCIAL BANKING AND CAPITAL FORMATION 707 


to have the loan extended than to clean up or liquidate the business 
only to seek another loan the following day. It is probable, how- 
ever, that in the country a considerable percentage of these renewed 
loans is devoted to non-commercial uses. 

Even in the commercial centers renewals of commercial loans 
are very common, if not indeed the rule. Well-informed bankers 
have estimated that at least 40 or 50 per cent of unsecured 
loans in the large cities is renewed at maturity. In fact, bankers 
usually grant their customers renewals whenever they ask for an 
extension of time—so long as there are no disquieting developments 
in connection with the borrower’s business—and with the reserva- 
tion that the customer must pay off his loans entirely at least once 
a year." This “pay once a year” practice should be constantly 
kept in mind, for it has a very important bearing on the whole 
theory of commercial loaning. 

The reason for renewing short-time loans with such abandon is 
in part the stress of competition between rival banks and in part 
the continuous nature of so many lines of activity. To pay up 
means merely to borrow again immediately, for the business does 
not have sufficient working capital of its own to finance its opera- 
tions. It is more convenient to grant a customer a “‘line of credit,” 
to “rate a borrower” as a $10,000 or a $100,000 safe risk, and to 
force no payments so long as he keeps within the limit that has 
been set. 

This continuous demand for working capital is characteristic 
of many lines of activity. Conspicuous among these, of course, 
are manufacturing, wholesaling, and retailing in staple lines. 
Mr. C. W. Barron states: 

The theory is that a commercial loan based upon consumable products 
liquidates itself. But until the world stops eating and drinking, or wearing 
clothes, or consuming fuel, there is a new note right behind the one liquidated 
by the consumable commodities. Across the continent there is a line of sheep 
and a commercial note on the tail of each sheep in endless procession. There 
is no fluctuation possible with commercial notes based on consumable com- 


modities unless prices are changed, or the capital of the merchant, or middle- 
man, is expanded.? 


*This reservation is by no means universally enforced. See analysis below, 
PP. 714-22. 
*C. W. Barron, Federal Reserve Act, pp. 70-71. 
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Perhaps this is pushing a good point somewhat too far, but it is 
roughly applicable to many lines of industry. 

It is not only in the case of large concerns dealing in staple lines 
that the business is not distinctly seasonal; it is equally true with 
the innumerable small retailers and shopmen engaged in general 
merchandising in staple lines. These also have continuous require- 
ments for working capital, much of which is borrowed from banks 
on notes that are repeatedly renewed. 

This point of view must of course not be carried to an extreme. 
It is to be borne in mind that many of these commercial notes are 
paid at maturity. Not all businesses have a continuous need for 
borrowed working capital; and in so far as businesses are seasonal 
commercial loans are not indefinitely renewed and funds do flow 
into the loaning bank at maturity. Reliance on these maturities as 
a secondary reserve is, however, unsatisfactory, owing to the fact 
that the banker can never know, so long as he adheres to the 
policy of renewing loans at the pleasure of the customer (with settle- 
ments once a year at best), just what percentage of the maturities 
of any given date will be paid. Except in the cases where it is 
definitely known that renewals will not be sought,’ commercial- 
paper loans are in effect twelve months’ loans,’ this in accordance 
with the “clean up once a year” practice. In consequence, to 
insure a fairly steady flow of funds into the banks, the maturity 
dates for, say, three hundred different customers would have to 
be arranged for consecutive days throughout the year, with such 
variations as would be necessary to meet the periodic stresses. 
Such a rotation would, however, be possible only if the businesses 
represented by the three hundred customers chanced to reach 
their respective natural liquidating dates on three hundred differ- 
ent days. Although there are no very precise data bearing on this 
matter, it goes without saying that such is not the happy coincidence 
of affairs. 

* True, the banker reserves the right to refuse a renewal if the loan appears doubt- 
ful; but we are speaking here of the degree of reliance that may typically be placed on 
an inflow of funds from maturing commercial loans, not on the means at the disposal 
of the bankers for avoiding ultimate losses. 

2 Of course it is not exactly twelve months. Some concerns with distinct seasons 
may be entirely cleaned up for several months. 
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It would be interesting to know to what extent such businesses 
as do pay regularly at maturity furnish the banks with a steady, as 
against an intermittent, flow of funds. Data on the subject do not 
appear to have been anywhere assembled, but it seems probable that 
the duration of loans to such concerns is long rather than short. 
Businesses dealing in staples are, as we have seen, likely to be 
granted renewals as a matter of convenience, and hence such 
liquidating of loans as they may make is not spread evenly over the 
year. It would appear, moreover, that the “pay at maturity” 
businesses would rather be those which are distinctly seasonal— 
with a fairly long production (if it is a manufacturer) and selling 
period and then a considerable interval of slack times during 
which no loans are required. The result of this is that a steady 
flow of funds into the bank from this source cannot be relied upon 
by any individual bank in any given locality. Manufacturers, for 
instance, generally have to borrow from six to nine or ten months 
for the reason that goods manufactured in January and February, 
for example, are often not purchased by the final customers until 
the following autumn. Banks may loan such concerns on three 
months’ paper and renew the paper two or three times; or they 
may, as some banks do, make them six or nine months’ loans in 
the first place and be done with it. The time for which a note 
runs, therefore, may or may not throw any light upon the proba- 
bility of its payment at maturity. It is interesting to note in 
this connection that the loans through commercial paper houses, 
where renewals are never granted, are largely of six months’ dura- 
tion and seldom of so short a period as three months. 


Ill. OTHER SECONDARY RESERVES 


We may conclude from the foregoing analysis that the com- 
mercial paper of a bank’s own customers is among the least reliable 
of all bank assets as a means of replenishing depleted reserves. 
Further evidence of the truth of this statement may be found in the 
practice that the banks commonly followed, prior to the Federal 
Reserve System, of employing other assets than customers’ paper 
as a secondary reserve. Various methods have been used by the 
different banks in this connection; hence the statements which 
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follow cannot be taken as of universal applicability. With any 
given bank one or the other, or a combination of methods, has 
been used. , 

In the first place, the small suburban banks do not depend 
upon maturing commercial paper as a secondary reserve for ordi- 
nary requirements but rely upon their established connections with 
the larger banks. These small private and state banking institu- 
tions as a rule keep small resources of cash on hand and depend 
continuously upon the large commercial banks. They either 
borrow from these affiliated banks directly, or dispose of securities 
in the market, thus drawing indirectly upon other banks. 

Secondly, a very general practice has developed, particularly 
since the panic of 1907, of using as a secondary reserve paper pur- 
chased through a commercial paper house. A large volume of this 
“purchased paper” is commonly bought by banks—with maturities 
arranged so that limited quantities will mature from day to day to 
meet current cash payments, and larger amounts will mature in 
periods of heavy demand for accommodation from local borrowers. 
It is estimated that the “purchased paper” annually held by the 
commercial banks of the United States now amounts to over four 
billion dollars. With this indirect method of loaning, the relation- 
ship between the bank and the borrowers is impersonal, and favors 
in the way of extensions of time are therefore neither asked nor 
expected. Such paper is never renewed, and hence a bank can 
count on funds coming in from its payment at maturity. 

Other methods of securing funds in case of need are rediscount- 
ing between banks and interbank borrowing by sundry methods. 
Rediscounting did not develop into a general practice’ before 
the Federal Reserve act, owing mainly to the local prejudice of 
customers against having their notes sent to the financial centers. 
It appeared to reflect upon the soundness of the bank if it had to 
borrow from La Salie Street or Wall Street—particularly if on the 
security of customers’ notes. A much more common practice 
was that of having an official of a bank borrow on his single-name 
note, the funds thus borrowed being deposited in the name of the 
official, who of course would not withdraw the amount until the 


‘It was not, however, an uncommon practice in the South. 
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emergency was passed. A third very common method of inter- 
bank borrowing is selling bonds with an agreement to repurchase 
shortly. This is, in effect, a loan of funds on the bonds as security, 
though for convenience the bonds are sold outright, no note being 
given. 

Finally, bonds have been extensively used as a secondary 
reserve. Bonds have long enjoyed a vogue among bankers in this 


TABLE I 
CHARACTER AND AMOUNT OF BONDS AND STOCK 
INVESTMENTS 
OF ALL NATIONAL BANKS* 

NEE ONE OES, 55 occ sesiedisccnse's $ 731,205 
State, county, and municipal bonds........... 278,180 
eee re ee aT ee ee 467,629 
Other public-service corporation bonds......... 274,928 
MP As iis ists cae ten ae kindness 301,503 
RN IN 56 sito cissdeersurs'a Sate ok cee ates 43,818 
MEER iso aa ec aciaciadns sama Aa ee Dest 4,703 
Foreign government securities................ 116,768 
Other foreign securities. ..................05. 40,303 
Selon cacecterd caret rau acon aut oleae nmetaiee 39,272 

I roe reer ie ecstacy $2,298,309 


* Comptroller’s Report (1916), pp. 166-69. (ooo omitted.) 


OF 15,450 STATE BANKST 


Weiter States: DORR. 6a 4 a6 wie secs 34 ciereisi esis $ 1,311 
State, county, and municipal bonds........... 31,440 
ere ean rere rent ee 2,006 
Bonds of other public-service corporations (in- 
cluding street and interurban railway bonds) 14,809 
Other bonds, stocks, warrants, etc............. 643,721 
co EEC ee Ca een ees emia renee $ 693,287 


+ Ibid., p. 852. (ooo omitted.) 


connection, and in ordinary times they may be readily sold through 
the machinery afforded by the organized exchanges. The service- 
ability of bonds for this purpose obviously depends upon their 
character, particularly their marketability. Table I shows the 
classification of bonds and stocks for national and state banks. 
It is apparent that in the main bank investments in bonds are of 
high grade as to both security and marketability. It should be 
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understood, moreover, that it is unnecessary for a// such holdings 
to be readily marketable, for the need of additional cash for seasonal 
demands is not unlimited. A margin of readily marketable securi- 
ties is all that is required. 


IV. LIQUIDITY OF COLLATERAL LOANS 


Turning now to the liquidity of secured loans, we find that in 
practice the process of repayment of a time collateral loan is very 
similar to what it is with commercial loans. A great many collateral 
loans are paid at maturity from an excess of current income over 
outgo. If the loan is small in amount in comparison with the size 
of the business, payment at maturity can often be made even 
when the funds are devoted to fixed capital uses. And wherever 
collateral is deposited as a means of procuring working capital, as 
in the case of the underwriters, bond houses, and stockbrokers, 
such loans can very frequently be paid at maturity. The sale of 
the securities bought with the borrowed funds provides the means 
of payment, just as the sale of goods bought with borrowed funds 
provides the means of payment in the case of commercial loans. 
The only difference, as already noted, is that of the degree of risk 
involved, and hence of the certainty of prompt repayment, in 
the general run of cases. 

But, like the commercial borrower, these financial dealers must 
borrow more or less continuously; though there is doubtless more 
variation than in staple lines of trade. It follows from this that 
renewals are, as in the case of commercial paper, freely granted. 
Available data do not disclose, however, whether the percentage 
of renewals is greater or less here than with commercial paper. 

Where collateral loans are made for margin trading, however, 
the problem of repayment is somewhat different. Here the bor- 
rower is not a middleman engaged in the routine selling of securities. 
He may sell shortly if the market is favorable, but he may, on the 
other hand, hold his stocks for a considerable period. It is obvi- 
ously because of this indefinite duration of the need for the borrowed 
funds that the broker prefers so commonly to borrow on call. Now 
unless the bank calls the loan we may conclude that as a rule the 
call loan is paid by the sale of securities bought with the borrowed 
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funds. It is thus a self-liquidating operation. But if the loan is 
called by the bank, then the borrower has to pay the loan by borrow- 
ing elsewhere, in which event the funds come from another bank. 

All in all, it is undoubtedly true that time collateral loans 
are more reliable as a secondary reserve than commercial paper 
loans to customers. When an unsecured loan is not paid at matu- 
rity, the bank has no means of converting it into cash. But when 
a collateral loan is not paid, the bank has an alternative of disposing 
of the collateral in the open market." The prevailingly lower rates 
on time collateral than on commercial loans in the United States 
attest their superior liquidity. It has often been pointed out that 
the rates on commercial paper in foreign countries are lower than 
those on collateral, but that in the United States we have had the 
“anomaly” of prevailingly lower rates on time collateral than on 
(self-liquidating) commercial loans. A sufficient explanation of the 
lower rates on commercial paper abroad is the liquidity given to 
commercial paper through the rediscount privileges extended to it 
by the central banks. This liquidity is therefore an arbitrary _ 
liquidity and does not arise from any automatic commercial pro- 
cesses. Similarly, a sufficient reason for the lower rates on time 
collateral in this country prior to the Federal Reserve Jaw is the 
superior market for the conversion of collateral into cash, which is 
afforded by the stock exchange.” 


V. COMMERCIAL BANKS FURNISH PERMANENT WORKING CAPITAL 


There is a traditional theory that commercial banks make only 
temporary advances to borrowers, that they do not in any sense 
enter into partnership with business and furnish them permanent 
working capital. The facts of modern banking practice do not, 
however, bear out this assumption. In the foregoing discussion of 
secondary reserves we found that in many cases loans were repeat- 
edly renewed, and that if settlements were made they were made 


‘It is often unwise for a banker to enforce this right, however, for he cannot 
afford to offend his customers needlessly. Close competition tends in many cases to 
render the banker timid in the matter of selling out a borrower. 


* See Earl P. Carman, ‘‘The Change in Credit Methods Made Necessary by the 
Federal Reserve Act,’’ Commercial and Financial Chronicle (1915), pp. 1396-97. 
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only once a year. In practice we find that concerns in staple lines 
very frequently do not completely liquidate at any time with their 
banker. 

THE INDIVIDUAL BANK AND WORKING CAPITAL 

Table II shows the monthly loans of a representative group of 
medium-sized concerns which borrow from a large Chicago bank. 

The figures for the jobbing concern show that the jobber is able 
to clean up entirely every year as his activities are more of a seasonal 
nature than are those in the other lines... Other concerns, on which 
I have data, which entirely liquidate are: brush manufacturer; 
printer and engraver; manufacturer of men’s neckwear; jewelry 
jobber; lumber manufacturer. It is a common principle among 
the larger banks, however, that the smaller retailers should not 
borrow from the banks except for temporary extraordinary require- 
ments—that they should have enough capital of their own to 
finance their normal operations. The smaller banks, however, often 
carry the little retailers continuously;? and very commonly the 
retailers are carried continuously by the wholesalers. Nystrom 
says, “while retailers are always paying up their debts to whole- 
salers, their purchases in advance of payments always run up 
into the hundreds of millions of dollars.” He adds that the 
average amount of credit granted to retailers is estimated at from 
$400,000,000 to $750,000,000. The wholesalers, moreover, borrow 
heavily and more or less continuously from the commercial banks; 
hence the banks indirectly largely finance the marketing process 
as a whole. 

How far American bankers have departed from the practice of 
lending only on the basis of specific, completed transactions, and 
how they now emphatically ally themselves with businesses in a 
more or less permanent way, may be understood by reference to the 

* Medium-sized concerns are used here because the large establishments borrow 
from so many sources that the figures from a single bank reveal nothing. For borrow- 
ings of larger concerns through commercial paper houses see below, pp. 719-20. 

2It is important to note in this connection that the large banks do not escape 


the responsibility of this permanent carrying of the retailers, for the smaller banks 
look to their correspondents, the larger banks, for accommodation when reserves 


are low. 
3 Economics of Retailing, p. 36. 
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TABLE II 
MoNTHLY INDEBTEDNESS OF REPRESENTATIVE BORROWERS FROM BANKS* 
WHOLESALE GROCERT 
Net worth 1913, $640,000 




































































Net worth r918, 970,000 
Months 1913 1914 IQIs 1916 1917 
[Re 185 120 53 5° 50 
POMOUBTY. ....<... 192 93 Ce Soe ae 5° 
| pre 172 47 17 50 100 
UIE ra iaiere 5 scereieistens 130 2 5 50 5° 
| SEN ae rere 120 30 3 50 50 
ER ee nn fegerer ere 102 50 100 
| ence? A, Seer eer 100 100 100 
NS FDOT CET a Eee rr 150 100 150 
September........ 151 27 150 100 175 
ee 144 55 GD, Serene 200 
November........ 144 63 150 100 200 
Decemner......<.. 162 57 75 100 150 
CANNER OP FRUITS, ETC.f 
Net worth 1913, $ 790,000 
Net worth 1918, 1,049,000 
JORUATY «5. «555.55 65 185 50 105 215 
i February......... 85 190 95 100 185 
| | 100 185 95 105 75 
| RIN Apa 100 165 80 ee Serer ee 
j MRS iis cecwnecuen | 85 135 75 a rere 
SOE 100 100 70 ee Cr rre 
re | 115 go 70  , Ne rier 
I 6ikcecces 115 40° 70 ME Esaicniwdateous 
September........ 120 40 80 _ nn Seer rere 
sie ie | 130 45 130 120 105 
November........ 150 45 140 155 70 
j December.........| 150 40 105 Ws idcrceracee dine 
MANUFACTURER OF MEN’S CLOTHING 
Net worth 1913, $300,000 
Net worth 1918, 350,000 
ee | Seeman pera: RE eS rte le 50 100 150 
February......... | Re Rte 10 100 125 200 
i Be ovale sate 20 100 150 200 
ee roe | Gi ite i atentooies 50 65 150 175 
Re rer | ava etic ae 50 50 150 175 
MRM fark cueais ia is eee rere: Sreeree pre 5° 150 150 
SEAS tay eee 25 50 150 150 
Augu ° ikaaates | Seenactcaatere 5° 5° 200 125 
Tae 50 70 200 175 
October... 2.5.4. Riecaracaaiewers 35 7 200 175 
November. ....... a aster ste iae 35 70 180 150 
December......... |: 50 70 180 150 





* The figures represent dollars, 000 being omitted from each amount. 
were furnished in confidence, hence they cannot be published. 
t Also borrows elsewhere. 


The names of the concerns 


¢ Began to use broker in r9r7. 
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TABLE IIl—Continued 


MANUFACTURER OF PAINTS 


Net worth 1913, $190,000 
Net worth 1918, 270,000 




















Months | 1913 | 1914 | Tors | 1916 1917 
ss santa Rene Mees aches, Semitdaene! Os | 
January.... | 20 5 | 35 55 70 
February 45 10 60 | 75 90 
March... 65 60 70 100 125 
April. . | 65 65 75 105 135 
May 60 65 70 05 115 
June... | 60 | 60 | 50 85 05 
July... | qo. | 45 40 | 65 65 
August. . | 20 | 40 | 25 | 50 5° 
September. “al 10 35 20 35 35 
Octo 2r...... | 5 15 15 30 30 
Nove.aber... . err eerre 10 | 15 35 45 
December. ...... Bees ovacciiai his 25 | 35 45 50 

JOBBER IN HIDES, WOOL, ETC. 
Net worth 1913, $ 975,000 
Net worth 1918, 1,635,000 
| 
Janeary.......... 125 195 | Oe | Baiwedeacoxs 244 
February... is 85 151 a See 264 
March.... ieee 60 ee Cee: eee ee 131 
eee eee a | RAO See cerns 80 
May... cal sect 71 a Cre 40° 
Ne ac auosk gcthceaa | 25 163 62 * 50 104 
July.... 172 289 286 2590 209 
August... : 223 312 239 289 80 
September. .... 245 315 132 eR SER power 
October. ........ 172 176 107 318 16 
November........ 169 78 27 391 157 
December... .. 177 126 27 | OO a re 
| 














following extracts describing the industrial service department of 
the National City Bank of New York. Mr. Schwedtman, vice- 
president of the bank, states: 

A large part of our commercial life is operated upon an industrial basis 
and the banks of the country must organize themselves to render credit- 
extension service sufficiently interpreted in terms of plant and equipment, per- 
sonnel of officers, labor conditions in the factory, type and quality of product, 
profit and loss based on scientific cost. 


The industrial service department hopes to place the emphasis 
in its relation with clients on better methods of doing business 
and on the necessity of scientific cost keeping and more efficient 
management. 
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That a business today is prosperous and can show a favorable balance sheet, 
that it now enjoys the best of credit locally and is by all who have relations 
with it held in high esteem, is certainly useful information; but it is by no 
means assurance positive that two, five, or ten years hence that business will 
still be in the running. Every institution, even as every individual, contains 
within itself the potentiality of better things or worse, and just as the sea is 
always calmest immediately before a storm, so the business apparently smooth 
and serene today may tomorrow or a year hence begin to develop the disorders 
which foretell the coming decline. The trained industrialist is not deceived 
by surface indications, but, like the skilled navigator, is able to look through 
and beyond and perceive an impending crisis in affairs long before there are 
book evidences of it. 


The service must not, however, be merely preventive. It must 
at the same time furnish remedial advice, to the end that industries, although 
temporarily in a difficult position, may be helped into better financial standing 
and thus in due course become profitable and in line for definite extension of 
credit.! 


The following statement presents the view of a New York 
banker with reference to the annual liquidation of borrowers’ 
indebtedness :? 

The theory of business enterprise and finance would seem to require that 
the average business concern should liquidate its indebtedness to banks at least 
once a year. In practice this is seldom possible except in lines of business in 
which there is, say, but one or possibly two definite seasons. For example, the 
cotton seed oil and the beet sugar business occur to me as two lines of endeavor 
in which it is quite customary for a concern to “clean up” its bank indebtedness 
each year. The raw wool business is another. These are businesses, however, 
in which there is but one season, and it is the natural thing for concerns engaged 
in them to get out of debt at the end of the season and stay out until the 
next season arrives. Many shrewdly managed manufacturing concerns, 
principally those having a constantly turning business, do not go entirely out 
of debt, however, at any time. They may reduce their debt by substantial 
amounts and evidence the liquidity of their affairs in many ways, but they do 
not manage or care to “‘clean up” entirely. Many others do not even make 
the attempt. It should naturally follow in such cases that the owners of such 
businesses should increase the amount of permanent paid-in capital. Often- 
times, however, business managers hestitate to increase capitalization for fear 
the control of a business may slip out of their hands, and hold off as long as 
possible. There are many other reasons why business managers sometimes 
hesitate to increase the capital of a business when they ought to do so. But 

*See The Americas, III, No. 10 (July, 1917), p. 9. 

? Personal letter to the writer. 
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the mere fact that a concern should have additional capital does not necessarily 
mean that a business is not being managed properly. The bankers endeavor 
to consider every factor. In other words, it is impossible to place business 
concerns in but two classes: (1) the concern which cleans up each year and 
has ample capital resources; and (2) the concern which is short of working 
capital and therefore undeserving of banking accommodations. There are 
many grades and degrees of financial standing and banks find they must con- 
sider many factors. 

These statements clearly indicate that the bank expects to tie 
itself up more or less permanently with its customers and to extend 
them continuous lines of credit, subject of course to some variations 
in amounts as seasons change It certainly does not indicate a 
relationship in which the bank is merely to make temporary 
advances, extending each individual loan on its individual merits. 
Indeed, the sort of analysis required is not very different in its 
essentials from that made in connection with long-term credit 
extension. It should be added that this making of continuous 
loans does not in any way indicate insolvency on the part of the 
borrowers or that the analysis of the assets and liabilities has 
na faulty. The business may be solvent but unable to reduce 

all assets to cash without suspension as a going concern. 

It is thus apparent that there are two ways of borrowing capital: 
one through the sale of stocks, bonds, short-time notes, etc.; the 
other by loans in perpetuity from commercial banks. As long as 
commercial banks have some cash resources constantly flowing in 
from deposits and some from payments of loans at maturity, and a 
good secondary reserve which can be converted into cash through 
the process of selling or borrowing from other banks as occasion 
demands, there appears to be no good reason why they should not 
make loans of a permanent nature’ to well-organized and carefully 
managed businesses. 


THE BANKING SYSTEM AND WORKING CAPITAL 


A much clearer understanding may be gained of the relation of 
commercial banks to the supply of working capital if we now shift 
our attention from the individual commercial bank to commercial 


*It should be recalled here that the loans thus made are used in the general 
business and are hence not exclusively working capital. The validity of the distinction 
between working and fixed capital under the conditions of modern business will be 
discussed in another connection. 
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banks in general. It will be found tiiat the banking system very .~ 


emphatically furnishes permanent working capital to business. 
The annual liquidation of his indebtedness which a borrower 


makes with his individual bank is often but nominal so far as the ,— 


system as a whole is concerned; he may pay his loans to a given 
bank without reducing the loans of the banking system in general. 
For instance, it is often convenient to have two bankers and settle 
with one by borrowing from the other. This practice has been 
very common in the past, though it appears to have been much 
reduced in recent years. 


A more common device is that of borrowing the funds to 


liquidate with one’s own bank through the intermediation of a 
commercial paper house. It should be noted that to accomplish 
the desired results it is not necessary to wait until the maturity of 
the loan and then borrow through a broker the funds to pay the 
matured loans; it may be accomplished gradually. If a loan is due 
in November, one can borrow in September through a commercial 
paper house funds to be devoted to new financing while preparing to 
meet the payment at the bank in November from maturing trade 
bills. Ishould.not wish to make too strong a statement in this con- 
nection, for it is not a universal custom; nor do I wish to be under- 
stood as condemning the practice. It is merely an evidence of the 
continuous need for borrowed funds in many lines and of the prac- 
tical necessity for the commercial banks as a whole to make perma- 
nent loans to such businesses. In many cases it is impossible for a 
business to turn sufficient of its assets into cash at one time to 
liquidate its entire short-term indebtedness to banks without 
seriously deranging its affairs and producing a chain of unfortunate 
effects throughout related industries. Non-seasonal industries 
must borrow continuously from banks, periodically shut up shop, 
or else confine their operations to a cash basis. 

A concrete illustration of the inability of the great staple lines to 
liquidate their obligations with banks as a whole may be taken from 
the packing industry. Loans to packers had always been con- 
sidered extremely liquid, and when, in 1907, the Chicago banks 
were desirous of replenishing their reserves they asked Mr. Armour 
to liquidate his loans. Mr. Armour replied, “‘What! I who am 
liquidating the country and taking the cattle, sheep, and hogs that 
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are being daily sent to market to liquidate bank loans! I who am 
pushing pork and beef over to Europe for money, must curtail! 
Gentlemen, I am the liquidator! What would be the condition 
of your bank loans if I turned these cattle back to the farms ?’”! 

Now it is true that any particular packing-house note is liquid. 
It will be paid whenever a bank desires—even before maturity, it is 
said, as a matter of accommodation to a bank in need of funds. 
But such payments are largely effected through a shifting process, 
for the loan from bank A that is paid promptly reappears as a loan 
from bank B, the company having borrowed from bank B through 
the intermediation of a commercial paper house.?, Attention should 
be directed at this place to the fact that it is usually understood 
between the commercial paper house and the borrower that if it 
is inconvenient for the latter to pay with his own funds the note 
when it matures, or if he does not or cannot borrow the means 
from his own bank, the broker will secure for him a new loan else- 
where. Although the payment of such loans is thus usually ef- 
fected by means of new borrowing elsewhere, with the result that 
no reduction in the total of credit extended by banks is secured, 
there has nevertheless been a replenishment of resources as viewed 
from the standpoint of individual banks. 

But while any particular packing-house loan is thus liquid, it is 
an entirely different matter when it comes to liquidating all of them 
at once. Banks—if not a single bank—furnish permanent working 
capital to the packers, and it would be impossible for the packing- 
houses to liquidate all their loans without disrupting the entire 
live-stock industry. According to Mr. Armour’s testimony no 
very considerable reduction of packers’ loans from banks can at 
any time be effected. 

* Quoted by C. W. Barron, op. cit. 


2 It may be noted here that in borrowing permanent working capital from the com- 
mercial banks the packers are enabled to secure funds for continuous use at lower 
rates than would be possible if they berrowed these funds through the issue of bonds 
or short-term notes. In normal times the packers would have to pay a rate of interest 
on bonds or short-term notes of 5 per cent or more. But when they borrow the same 
funds from the commercial banks they are enabled to get them in ordinary times for 
about 4 per cent. Commercial banks will make their most favorable rates to the 
packers because from the point of view of any given bank a packing-house note when 
purchased through a commercial paper house is unusually liquid by virtue of the 
willingness of the packers, as indicated above, to pay the loan even before maturity if 
desired. 





























COMMERCIAL BANKING AND CAPITAL FORMATION 721 


Table III shows the maximum and minimum indebtedness to 
banks of a representative list of concerns which borrowed through 


TABLE III 


MaAxImMuM AND MINIMUM INDEBTEDNESS OF TYPICAL BORROWERS THROUGH 
COMMERCIAL PAPER HovusEs* 








Max. | 
{ 



















































































! 
| MIN. Max. Mwy. Max. Min. Max. Mun. 
| Manufactu f 
| Packer No. 1 Packer No. 2 Department Store fous Sachin 
1913. ..| 2,000 280 800 | EOE CELL PCE TELE oe ae yee 
I9I4...| 1,120 80 goo St See Seen: Aree mark Steep anire 
IQI5...| 3,915 1,375 1,600 100 400 D> Bs ke bnee eines oad 
1916...| 3,720 2,280 BROW Foc ncs ccs 575 350 MW Focaicewa-< 
5987...] S587 4,425 1,510 250 650 300 BP Fe cicccen 
Wholesale Dry Goods ; Wholesale Dry Goods | Wholesale Dry Goods | Underwear Manu- 
No.1 No. 2 No. 3 facturer 
1913...| 400 ae: 570 95 885 MPa seid Mcetnns 
IQI4... ere 250 100 745 440 gt eee 
1915...| 950 | 300 285 | 125 | 1,435 345 40 15 
I916...| 1,000 | 400 eee 1,650 975 an ere 
IQI7...| 1,200 | 200 705 | 120 2,735 990 240 25 
Automobile Manu- | Auto Tires, All Kinds . . Fuel, Ice, and Building 
facturer of Rubber Goods Surgical Supplies ateria 
1QI3.. | EET, TT EE TO STR eae emt (neem 
Ee Ane. Ga RE errera A rey Rea ee NOE mert 
SE EE MORE noe Ce er Serre Pee CRO Re: eee eee 
a eee err | naira 4,815 2,815 220 30 435 175 
1917 4,700 | 1,200 | 6,655 | 4,315 767 50 392 142 
: Dealer in Raw and Manufacturer of 
Mail Order House Dressed Fur Tanner Furniture 
| ME: ae rae Te | eterna sat 355 15 560 OO Nic siscccaieaess eau 
1914 1,455 330 335 85 450 150 ae See 
IQIS. 765 535 210 85 490 335 Sey, Seer 
1916 755 545 245 180 630 305 300 go 
1917. 1,060 | 610 395 135 1,080 420 360 215 
Wholesale Grocer M in <* — ae Spices and Woolen Manufacturer 
IQ13...| 1,605 980 602 OE Bos contin cwascns a oer 
1914...) 1,165 415 630 297 400 140 a re 
IQI5... 965 420 317 100 380 II5 3,435 880 
I916...| 1,240 475 150 75 420 130 4,600 1,425 
1917...) 1,035 | 79° 475 140 270 152 5,545 2,900 
*The figures represent dollars, ooo being omitted from each amount. The names of the various 


companies were furnished in confidence, hence they cannot be published. 
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commercial paper houses during the last five years. Most of them 
are large concerns. The list of concerns given has been chosen at 
random and may be fairly regarded as typical. These figures do 
not tell the whole story because they do not show the total bor- 
rowings of these concerns from all sources, which would include 
both their own banks and commercial paper houses. It is not 
improbable that in some cases the partial liquidation that takes 
place is effected by larger borrowings at that time from their own 
banks. This possibility, however, should not be emphasized too 
strongly, for there are undoubtedly some seasonal variations in 
most of these lines. The figures as they stand, however, show con- 
clusively that most businesses do not annually liquidate their 
indebtedness to banks." 

It is apparent from the foregoing analysis that with any 
particular bank a not inconsiderable percentage of the so-called 
commercial loans are periodically renewed. It is clear also that 
the theory that commercial banks make only temporary advances 
to business men, that they do not furnish them with perma- 
nent working capital, is ill founded in fact. In a great many 
lines of business individual commercial banks supply perma- 
nent working capital to their customers, while the commercial 
banking system supplies permanent working capital to most lines of 
industry. The erroneous doctrine that has prevailed in this con- 
nection is attributable partly to ignorance of banking practice and 
partly to the method commonly employed in banking study of 
isolating the individual bank for consideration and ignoring the 
existence of the banking system.’ 

*It is worthy of note in this connection that it has also been the theory that 
borrowers should “‘clean up” at least once a year with commercial paper houses as 
well as with their own banks. It should be stated here, however, that the great rise 
of prices since 1914 has tended to increase the minimum indebtedness. 


2In connection with this question of permanent or continuous loans of working 
capital it would be interesting to know to what extent the total of unsecured loans 
made by all commercial banks varies from one call of the comptroller to another. 
Data on this point are, however, not available. Do the periods of heavy demand in 
certain trades coincide with periods of slack demand in others so that the total 
of all such loans varies but little? Accurate data on this question would un- 
doubtedly show wide variations in the totals for particular banks and considerable 
variations for different sections of the country in consequence of seasonal changes; 
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Finally it should be emphasized that in ordinary times the 
problem of liquidity is not a problem of maturing loans so much 

















as it is a a problem of shifting assets to other banks in exchange 


for cash. If one bank can. always get help from another in case 


of trouble, there is no necessity of relying upon maturing loans. 
In fact, it is now everywhere recognized in banking circles that the 
way to attain the minimum in the matter of reserves is not by rely- 
ing upon maturities’ but by maintaining a considerable quantity of 
assets that can be shifted to other banks before maturity as necessity 
may require. Liquidity is tantamount to shiftability. 


VI. LIQUIDITY IN TIMES OF CRISIS 


On the occasions of great financial strain or crisis the problem of 
converting assets into cash is very different from what it is in 
ordinary times or in periods of seasonal stress. Again basing our 
conclusions on banking experience before the passage of the Federal 
Reserve act, we find that in time of crisis almost none of the assets 
of our banks are liquid in the sense that maturing obligations can 
be used to replenish reserves, and that so far as there is any liquidity 
at all it is the result of inter-bank accommodations. 

Let us consider first the commercial paper of customers. When 
a crisis has reached an acute stage, it is absolutely impossible for a 
bank to compel any considerable number of loans to its customers 
to be paid. Renewals are certain to be almost universally de- 
manded. Indeed it is a very first principle that the bank’s cus- 
tomers must be “carried” in a time of stress. Moreover, there is 


as, indeed, the statistics of currency movements reveal. But for all commercial 
banks, in a country of so vast an area and of such diversity of occupations as the 
United States, it is doubtful if any great variations in the total of non-collateral 
loans would be shown during the course of any normal year. The statistics for all 
loans, secured as well as unsecured, from one call to the next show remarkably little 
change—a fairly steady growth in the total of the /oans item marking the successive 
abstracts of condition. This cannot be used to prove anything, however, since the 
variations in the demand for commercial funds might merely be offset by correspond- 
ing and resulting variations in the amount of speculative collateral loans. 


‘In the case of purchased paper we shall later see that the payments at maturity 
to bank A are usually made possible by increased loans from bank B. See below, 
pp. 724-25. Under the Federal Reserve System it is of course apparent that 
liquidity is a question of shiftability to the Federal Reserve banks. 
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an enormously increased demand for accommodation at such a time. 
It is a mere truism that the fundamental need in time of crisis is to 
expand loans, for to contract them is to precipitate a panic at once. 
It is one of the most surprising of the many inconsistencies in 
‘financial literature that so many writers insist upon the need for 
expanding loans in time of crisis and yet argue in other connections 
that commercial paper is a liquid asset which is indispensable for the 
safety of the credit structure in periods of acute financial strain." 
Banks have long recognized the utter unreliability of com- 
mercial loans to customers as a secondary reserve for crises, and 
have in various ways attempted to substitute other assets for 
commercial paper as the secondary reserve. Paper bought through 
brokers has enjoyed much vogue in recent years. Many banks 
with such paper maturing during the crisis of 1907 obtained 
cash through its payment at maturity. Of course a practical 
difficulty in connection with such paper is a lack of knowl- 
edge as to when a crisis is to occur. Without such knowledge the 
number of maturities during the crisis period is a mere matter of 
chance. It is to be noted, moreover, that from the standpoint of the 
entire banking system such payments in no wise reduce the total 
bank loans. Bank X, in Chicago, having purchased paper from 
Mr. A, in Pittsburgh, receives through its payment an increase of 
cash resources. But is there any more reason for believing that 
Mr. A is in a better position to liquidate his business than he would 
have been had he secured this loan from his regular Pittsburgh 
bank? No, he must be carried by banks somewhere, if not by 
bank X, in Chicago. To pay his loan in Chicago A is therefore 
compelled to borrow from his regular Pittsburgh bank,? and so 
far as the banking system as a whole is concerned there has been 
no liquidation of indebtedness. Only in so far as this bank in 
* That this notion has in no wise been allayed is clear from a perusal of recent 
financial articles and of the Federal Reserve Bulletin. Since the discussion attending 
the passage of the Federal Reserve System it appears to have become an idée fixe 
that commercial paper is self-liquidating, even in times of crisis, and that investment 
paper is seldom if ever liquid. 
2 The broker’s agreement to sell A’s notes elsewhere of course can seldom be kept 
in a time of crisis because the market for such paper is then stagnant. A’s only 
recourse, therefore, is to seek accommodation from his regular bank. 
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Pittsburgh might chance to be less hard pressed than the bank in 
Chicago would this shifting of indebtedness be of benefit." We 
may conclude, therefore, that purchased paper is little better 
than any other commercial paper when viewed from the standpoint 
of the banking system rather than from the standpoint of any 
single bank. 

Time collateral loans have never been regarded by the banks as 
particularly liquid in time of crisis. In only a few cases would it 
be possible for borrowers to pay at maturity such loans as chance 
to mature during the period of stress. True, a bank has the 
alternative of selling the collateral rather than renewing the loan 
(though fear of losing a customer is often a strong deterrent to such 
action), and there is a slight advantage in this—dependent of course 
upon the extent to which such collateral can be disposed of in the 
market. But as the problems here are identical with tho~e con- 
nected with call loans the two may conveniently be treated together. 

It took a long experience indeed for the New York banks? finally 
to realize that call loans possess no considerable convertibility into 
cash in time of crisis. As viewed by the individual bank, call 
loans appeared to possess ideal liquidity, being terminable at the 
will of the bank and safeguarded by an ample margin of readily 
marketable securities. This situation, as we have seen, gives in 
ordinary times a large amount of flexibility to the banking system, 
but in time of crisis it is powerless to give any considerable relief. 
Usually the borrower on call cannot pay in time of crisis, and the 
banks therefore must attempt to sell the collateral. But when all 
banks are endeavoring to sell collateral and none wish to buy,’ the 

‘It is to be noted in this connection also that the more universal this practice 
of holding “‘purchased paper” as a secondary reserve becomes the less possible does it 
become for all banks to procure funds from its payment at maturity. When only a 
relatively few banks have such paper, they may replenish reserves by drawing the 
funds from other banks. The more nearly all banks come to rely upon this device 
the less can each gain thereby. 

? The call-loan market exists only in New York, but the whole banking structure 


has been in considerable measure dependent upon it owing to the concentration of 
cash resources in New York, which are callable at the option of depositing banks. 
3 Individuals are in a temper to buy few bonds or stock at such a time, and to the 


extent that they do buy they must draw the funds for the purpose from some banks 
somewhere in the system. 
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market for securities is automatically rendered stagnant. The 
experience of 1907 is too well known to require further statement 
on this point. 

Investment in bonds for a secondary reserve for crises has also 
had its period of popularity in banking circles, and its impotence 
has been but slowly revealed, owing to the persistence with which 
most bankers refuse to look at the system as a whole. Such invest- 
ments are of course practically analogous to collateral; they can be 
disposed of only to other banks. When all banks are subjected 
to pressure for heavy additional accommodations, the relief that 
can thus be afforded is virtually negligible." 

Our own banking experience, as well as that of all other 
countries, has taught with the greatest possible conclusiveness that 
ability to pass through a crisis without suspension of specie pay- 
ments and widespread credit disruption rests not upon the ability 
of the banks to convert assets into cash—that is, upon the liquidity 
of bank assets. It rests upon the ability either to draw upon unused 
reservoirs of reserves or to create new forms of reserve money 
that can be used as a basis for an expansion of loans. When once an 
acute crisis has developed, a panic can never be averted by liquida- 
tion. It is true that after our panics the liquidation that was 
effected, or the replenishment of bank reserves that soon occurred, 
resulted more largely from a payment of commercial loans that 
were then not renewed than from a reduction of the investment 
loans of commercial banks, but this is quite a different problem. 
Liquidation of commercial loans after a panic is not a means of pre- 
venting panic; indeed it is rather a liquidation that has resulted 
from the rude shock to business enterprise that the panic itself 
caused. 

Let us see, however, if in the initial stages of a developing 
crisis commercial loans may not afford a means of retrenchment 
that will insure a return to normal conditions without an interreg- 
num of financial disaster. If a conservative commercial loaning 
policy is pursued by the banks at such a time, the result is, first, 
a larger margin of reserves in the banks, and, secondly, a reduction 

*See Hollander, “Security Holdings of National Banks,’’ American Economic 
Review, II (1913), 793-814. 
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in the volume of output of industry—a general slowing down of 
the existing productive equipment of society, and hence of the 
flow of goods from producer to consumer. The first of these results 
places the banks in a better position to stand a subsequent heavy 
strain. The second is supposed to reduce the danger of subsequent 
tension or commercial crisis. A rapid reduction of commercial 
loans, however, is certain to meet with strong opposition from the 
business world, whose tone is so characteristically optimistic in 
times of expansion. Many business men may be found who will 
counsel a less rapid rate of expansion of business; but there are few 
indeed, even among bankers, who would wish an actual reduction. 
Moreover, from the standpoint of those in control it is recognized 
that a rapid reduction in the volume of business is likely to do much 
harm by virtue of its very suddenness. The proof that substantial 
liquidations have seldom been effected through the agency of the 
banking machinery when the economic cycle is on its strong upward 
swing is found in the fact that expansion generally proceeds in the 
absence of fortuitous events to the stage of acute crisis—when 
financial disruption may be avoided only by a rapid expansion of 
accommodations, leaving the liquidation to be automatically 
achieved in the period of depression which follows. 

Under decentralized, independent banking it has never been 
possible for banks to avert a crisis through a restriction of com- 
mercial loans. And in the countries that have had centralized 
control it has usually been only the panic stage that has been 
avoided—and this by a temporary expansion of loans, or at least a 
declaration that all desiring loans for legitimate commercial pur- 
poses would be accommodated. True, the raising of the interest 
rate discourages unnecessary borrowing at the same time that it 
attracts additional reserve money from other countries; but this 
in practice has more often been an alleviative rather than a pre- 
ventive of a critical condition. 

The increasing of the interest rate as a means of preventing 
crises merits further discussion. It is obvious that if our Federal 
Reserve Board should be far-visioned enough to note the signs 
of a crisis a year or so before its actual occurrence the interest 
rate could be raised sufficiently to halt the crisis in its incipient 
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stages. Now it is assumed in current arguments on the liquid 
nature of commercial paper that it is only through commercial 
loans that our banks may bring such a retrenchment. Let us see. 
The curtailing of commercial loans results in lessening the volume 
of output of the existing capital equipment of society; it causes 
factories to run on part time and thereby reduces the flow of com- 
mercial goods from producer to consumer. We can in this way 
call a quick halt to trade; but it must be recalled that in the 
exercise of the assumed foresight we are interested, not in quick 
retrenchment, but rather in a gradual lessening of the rate of 
expansion. And this rate of expansion is more a problem of indus- 
try than of commerce. That is to say, business recovery from a 
period of depression is at first a matter of speeding-up existing 
equipment, but it soon becomes a matter of new construction of 
fixed capital; and incipient trouble would seldom arise until this 
stage of new building was well under way. If restriction of com- 
mercial loans, therefore, is to secure a real liquidation of business, 
it must slacken the rate of industrial expansion so that after an 
interval the fixed capital of society will have been readjusted to 
industrial requirements. Now a checking of commercial loans by 
raising the interest rate will shortly produce this result; for if 
existing equipment cannot find full employment new enterprise 
will be halted because of a lack of profit incentive. 

But could not the same result be accomplished through a 
restriction of investment loans directly? Certain short-term 
investment loans are paid, from time to time, as we have seen, 
and a certain percentage of long-term investments is moreover 
always falling due. There is also a normal growth of investment 
business that is ordinarily financed by commercial banks. Sup- 
pose now that in a period of great expansion loans for this new 
financing are refused, or at least kept within conservative bounds. 
Would we not thereby secure a retardation of the rate of industrial 
expansion quite as well as before? Could not the development 
of new capital be thus checked without first restricting the output 
of existing equipment? Although without strong convictions in 
this connection I venture a tentative opinion that such a method 
would effect the desired readjustment with less shock and hence 
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more satisfactorily than would the method of curtailing com- 
mercial loans. 

In practice, however, reliance need not be placed entirely on 
such a method of restriction. If the foresight of the Federal 
Reserve Board proves at any time to have been inadequate to 
accomplish the desired retrenchment by a curtailing of investment, 
and a critical condition in consequence develops, the opportunity 
of raising the rate on the commercial loans still affords a means of 
suddenly applying the brakes; for commercial banks supply loans 
for commercial purposes even when they are at the same time 
making loans for investment uses. It would seem therefore that 
the doctrine that commercial banks should confine their activities 
largely, if not exclusively, to commercial loans as a means of avoid- 
ing undue expansion of industry is ill advised. 

This discussion of the relation of commercial loans to the eco- 
nomic crisis touches at one point the problem of the economic cycle. 
It should be borne in mind by the reader, however, that no attempt 
has been made here to study the general theory of business cycles. 
The argument given is merely a refutation of the doctrine that it is 
only by a curtailment of commercial loans that the business pace 
may be slackened through central control of the interest rate. It 
should perhaps be stated also that the present analysis has no 
bearing upon the causes of trade expansion or depression. May 
it be added here also that the widespread doctrine that investment 
loaning by commercial banks is the prime cause of financial crises 
does not square in the least with Mitchell’s theory of business 
cycles ? 

VII. RECAPITULATION 

The argument of this and the preceding article’ may be recapitu- 
lated as follows: 

1. The commercial banking system advances funds to the busi- 
ness world for both working and fixed capital uses. The statistics 
of all commercial banks show that something like 50 per cent of all 
loans is devoted to investment uses; and that in the neighborhood 
of two-thirds of all the credit extended by commercial banks goes 
for fixed rather than working capital. 

* Journal of Political Economy (June, 1918), pp. 484-508. 
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2. In the process of making loans for both fixed and working 
capital uses the mechanism of commercial banking makes possible 
an expansion of cash resources in the ratio of approximately 16 to 1. 

3. The problem of maintaining liquidity in ordinary times 
may be summarized as follows: (a) An individual bank does not 
place reliance to any great extent upon maturing obligations; 
liquidity is rather a matter of shifting assets to other banks in 
exchange for reserve funds. The result of this practice is to 
enable banks to maintain solvency with a much smaller ratio of 
reserves than would otherwise be necessary. (b) The commercial 
paper of a bank’s own customers is thus among the least reliable 
forms of secondary reserve. It cannot be counted upon to furnish 
a steady inflow of funds from payments at maturity; it cannot 
readily be shifted to other banks. (c) Paper purchased through 


commercial paper houses is more reliable, owing to the practice of ° 


never granting renewals. Indirectly it thus enables any given 
bank to secure funds at date of maturity. (d) Among the most 
shiftable, and hence among the most liquid, of assets are bonds and 
stocks, both as direct investments and as collateral. The develop- 
ment of the corporate form of enterprise has largely undermined 
the theory of commercial banking as elaborated to fit the conditions 
of early nineteenth-century England. The share and bond as 
claims to fixed capital have a ready transferability; indeed the 
active securities that are listed on the exchanges have in normal 
times an almost instantaneous convertibility into cash. The result 
is that securities are from the standpoint of any individual bank 
incomparably more liquid in ordinary times than commercial paper 
of customers—assuming that no special machinery, such as reserve 
banks, has been developed to permit the same shifting of commer- 
cial paper. 

4. The conclusions on the question of liquidity of bank assets 
in time of crisis are as follows: (a) none of the forms of bank 
assets can be counted on to furnish an inflow of funds at the banks 
through payment at maturity. (b) Because of the heavy demands 
of additional loans from customers everywhere, and the general 
depletion of bank reserves, little shifting of assets is possible. (c) A 
time of crisis reveals that the banks are tied up in a system; 
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that the banks as a whole must carry business as a whole; and 
that when the strain on all banks is heavy, the additional reserve 
funds required can be secured only by attracting them from other 
countries or by the manufacture of new forms of reserve money. 

5. A curtailment of commercial loans through high interest 
rates has no advantage over a curtailment of investment loans as a 
means of checking the rate of industrial expansion in the incipient 
stages of a crisis. In any event the existence of investment loans 
does not preclude the possibility of checking expansion by curtail- 
ing commercial loans. 

6. As by-products of this study of liquidity we find that indi- 
vidual commercial banks not uncommonly supply permanent 
working capital to their customers and that the commercial bank- 
ing system, through the shifting process described, supplies perma- 
nent working capital to most lines of industry. 


The broader conclusions that are to be drawn from this entire 
study of the nature of modern commercial banking cannot be 
briefly indicated. It may merely be stated here that this analysis 
has a very important bearing upon the theory underlying the 
Federal Reserve act and upon the practical policies that are being 
formulated by the Federal Reserve Board; and that it may be 
made to throw some light upon that important problem of general 
economic theory, the rapidity with which society as a whole makes 
provision for the future through the formation of capital goods. 


H. G. Moutton 


UNIVERSITY OF CHICAGO 


[To be continued | 








NOTES 


OUR TRADE BALANCE AND OUR FOREIGN LOANS 


The world-trade of 1917 measured in values has in all probability 
made its highest record. The extraordinary prices which have character- 
ized all classes of merchandise since the beginning of the present Euro- 
pean war, and especially during the past year, account in large measure 
for this showing. Measured in actual freight tonnage it is probable that 
the commerce of 1917 fell behind that of some of the most active trading 
years before the outbreak of the conflict across the Atlantic. 


TABLE I 
EXPORTS AND IMPORTS OF MERCHANDISE DURING THE YEARS 
1912 TO 1917 INCLUSIVE 


| Excess of Exports 


Imports over Imports 


Calendar Year Exports 





| $2,309,217,003 | $1,818,073,055 |$ 581,144,938 
2,484,018,292 | 1,792,596,480 591,421,812 
| 2,113,624,050 | 1,789,276,001 324,348,049 
-| 3,554,670,847 | 1,778,596,695 | 1,776,074,152 
; 5,482,641,101 | 2,391,635,335 | 3,091,005,766 
.-| 6,231,244,976 | 2,952,467,955 | 3,278,777,021 


The share of the United States in the commerce of the world has 
increased materially during the last four years. The published figures 
of our exports and imports for the calendar year 1917 show a total in 
values more than double that of any year preceding the outbreak of the 
present war in Europe. The changing relations of foreign trade growing 
out of this struggle are profound and have great significance for the com- 
merce of the future. Toa considerable extent the United States is buy- 
ing and selling abroad in new markets and along new trade routes. New 
commercial relations are being formed which bid fair to become perma- 
nent. 

A significant feature of our trade expansion during the last three 
years has been an enormous increase in the excess of exports of merchan- 
dise over imports—or a marked addition to our so-called “favorable 
balance of trade” as shown by Table I. According to the figures tabu- 
lated the excess of exports over imports in 1917 was nearly six times 


t Monthly Summary of Foreign Commerce (October and December, 1917), p. 4- 
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what it was in 1912, nearly five times that of 1913, and more than ten 
times that of 1914. The excess in 1917 was probably greater than that 
indicated by the figures in the table, as quantities of merchandise, includ- 
ing war material, food, and clothing, were sent out of the United States 
by the government for the use of our troops in Europe, and such material, 
when passing out of the country on our own transports, goes without 
being recorded. The same is true of articles which the government may 
be importing in the same manner, although these are probably much less 
than the outgoing merchandise. 


“INVISIBLE”? ELEMENTS 


The debits and credits of the United States in its account with the 
world are composed, not only of visible exports and imports of merchan- 
dise and of gold, but also of less tangible elements which have been called 
“invisible exports and imports.” What is popularly known as the bal- 
ance of trade is made up of the values of merchandise exported and 
imported—a common and deep-seated assumption being that a surplus 
of exports will be accompanied or followed by a corresponding surplus 
of imports of gold. The interchange of services between nations—as, 
for example, the transportation of goods from and to a country by the 
merchant marine of another, or the services rendered by foreign capital— 
are usually ignored in published statements of a nation’s trade balance. 
These less tangible but very real elements, while usually impossible of 
exact or even approximate measurement, figure prominently in the 
determination of our present very large surplus of exports over imports. 
The items which enter into our account with the world are stated in the 
following tabulation: 


EXPORTS IMPORTS 
(Which make the supply of foreign (Which cause the demand for foreign 
exchange) exchange) 
Visible exports Visible imports 
Merchandise Merchandise 
Gold Gold 
Invisible Exports Invisible imports 
Investments (including purchase of Investments (including purchase of 
stocks and bonds) by foreigners stocks and bonds) by Americans 
in the United States in foreign countries 


*O. P. Austin, Statistician, National City Bank, in New York Evening Post 
(December 31, 1917), sec. 5, p. 1. 
? Johnson, Money and Currency, pp. 91-102. On p. ror Professor Johnson has 


a statement of the credits and debits of the United States in its account with the 
world which the writer, with some modification, has followed. 
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EXPORTS IMPORTS 
(Which make the supply of foreign (Which cause the demand for foreign 
exchange) exchange) 
Interest, dividends, and profits on Interest, dividends, and profits on 
American investments abroad foreign investments in the United 
Reduction of American bank bal- States 
ances abroad Reduction of foreign bank balances 
Increase of foreign bank balances in in the United States 
the United States Increase of American bank balances 
Foreigners in the United States (in- abroad 
cluding tourists, ambassadors, Americans abroad (including tour- 
etc.) drawing incomes from ists, ambassadors, etc.) drawing 
abroad incomes from the United States 
Ocean freights paid Americans by Ocean freights paid foreigners by 
foreigners Americans 
Any extraordinary indemnity or Any extraordinary indemnity or 
subsidy from foreigners to the subsidy to foreigners by the 
United States or sales of public United States or purchase of pub- 
property by the United States to lic property by Americans ; 


foreigners 


The items listed under the head of exports make for the supply of 
foreign exchange and may be considered on the credit side of our account 
with the world, and those listed under the head of imports cause the 
demand for foreign exchange and may be regarded as forming the debit 
side of the account. Among invisible exports and imports, stocks and 
bonds bought in foreign markets by Americans would create a demand 
for foreign exchange in the same way as imports of merchandise or of 
gold, and would tend to stimulate the export of merchandise. Interest 
paid on such investments by foreigners would help to increase the supply 
of foreign exchange in the same manner as the export of merchandise, 
and would tend to stimulate the importation of merchandise. 

The “invisible” items which have figured most prominently in the 
years immediately preceding the war in this account have been invest- 
ments by foreigners in the United States, investments by Americans 
abroad, incomes of foreigners on investments already made in the United 
States, incomes drawn from the United States by Americans living or 
traveling abroad, and ocean freights paid by Americans to foreigners. 
All but the first appear on the debit (import) side of our account and 
create a demand for foreign exchange which in turn tends to increase 
our export trade. Investments by Americans in foreign industries and 
public utilities like railroads and traction companies in the years imme- 
diately preceding the outbreak of war were probably as great and as 
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frequent as similar investments by foreigners in the United States." The 
returns on foreign investments in the United States have hitherto been 
much larger than returns on American investments abroad. In the past 
there have been more Americans living and traveling in other countries 
and drawing incomes from the United States than foreigners living or 
traveling in this country and receiving incomes from abroad. Before 
the war only about 1o per cent of our exports and imports were carried in 
American vessels, necessitating the payment of large ocean freights to 
foreigners. Our large surplus of exports over imports, amounting each 
year to several hundred million dollars in the years immediately preced- 
ing the war, were thus counterbalanced by a less tangible, but none the 
less real, surplus of foreign services to American industries or American 
life. 
THE MOVEMENT OF GOLD 

The movement of gold was, in general, away from the United States, 
although in some years the excess of exports of merchandise over imports 
was met in part by a large surplus of gold imports.?_ Since the beginning 


TABLE II 


IMPORTS AND Exports OF GOLD 











| Imports | Exports Excess of Imports 
} | 
OE | $451,954,590 | $ 31,425,918 | $420,528,672 
539,197,307 


eer rare 685,990,234 155,792,027 
552,454,374 371,883,884 





180,570,490 





of the conflict in Europe there has been a strong movement of gold to 
this country. The excess of exports of merchandise over imports for the 
three calendar years 1915, 1916, and 1917, as recorded by the Bureau of 
Foreign and Domestic Commerce, aggregated the enormous sum of 
$8,145,856,939. A part of this surplus, though a small part, was paid 
for in gold. The imports and exports of gold for the three years 
mentioned are given in Table II. The unusually heavy importation 


* Attention was frequently called to such investments in certain financial and com- 
mercial publications like the New York Journal of Commerce. American capital flowed 
into the West Indies, Mexico, and other parts of Latin America. 

2In the fiscal years 1880, 1881, 1898, and 1908 the excess of gold imports over 
exports was very large. In a few other years it was considerable. 

3 Monthly Summary of Foreign Commerce (October, 1917), p. 4, and Preliminary 
Statement of Exports and Imports for the year 1917. 
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of gold, especially during the years 1915 and 1916, paid for over 
$1,100,000,000 of our surplus exports of merchandise during the three 
years named. 


RETURN OF AMERICAN SECURITIES 


The most conspicuous feature of our trade balance and the one of 
greatest significance for the future has been the return to the United 
States of securities in American industries formerly held by foreigners, 
coupled with a great increase in investments by Americans in foreign 
securities—largely, but not wholly, war loans. The extent to which 
investments by foreigners in American industries have been reduced 
since the outbreak of hostilities cannot be stated with any degree of 
accuracy. Four compilations by President Loree of the Delaware and 
Hudson Company show that nearly 60 per cent of the foreign holdings 
of American railroad securities was returned to this country in the two 
years 1915 to1917. These figures embrace the securities of 144 railroads 
—all the roads in the United States over one hundred miles in length. 
The computations were dated January 31, 1915; July 31, 1915; July 31, 
1916; and January 31, 1917. They are tabulated in Table III." 

It is to be noted that on January 31, 1915, there were $2,704,402,- 
364.42 (par value) of railroad securities held abroad, and on January 31, 
1917, $1,518,590,878.26 had been returned to this country, leaving on 
the latter date $1,185,811,486.16 still held abroad. The market values 
of the securities returned between the two dates mentioned cannot be 
stated, as the market values of the securities held abroad on Janaury 31, 
1915, were not determined. Between July 31, 1915, and January 31, 
1917, the market value of the railroad securities held abroad had been 
reduced from $1,751,437,912.50 to $924,542,646.19. 

These compilations of President Loree are the only ones determining 
with any degree of exactness the return to this country of securities held 
in foreign lands during any part of the war period, and these compila- 
tions embrace only railroad securities for a period of two years. The 
movement had doubtless begun before the first compilation had been 
made and has probably continued since the last was completed. Rail- 
road securities probably formed the greater part of the American 
corporate holdings abroad? when the war broke out in Europe, but 


The figures were furnished the writer through the courtesy of President L. F. 
Loree and the National City Bank of New York. 


2 The assistant vice-president of the National City Bank of New York so stated 
in a letter to the writer in January, 1918. 
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TABLE III 


RAILROAD SECURITIES HELD ABROAD, JANUARY 31, 1915; JULY 31, 1915; JULY 31, 











Wetettel WAGED. go. 6sicsic:s siciccaccisinas es 


Second preferred stock.............. 


1916; AND enenned at, 1917 
Class of Security Par Value* Market Valuet 
ee ee ee ee ee 
163,129,850.00 $ 117,863,393 .01 
@ 120,597,750.00 93,816,715 .00 
91,006,300 .00 61,358,921 .25 
A ee een tee 
5,008 ,850.00 2,115,415 .00 
4,858,650.00 2,060,256.00 
4,645,100 .00 1,724,583 .00 
NR BI on os a srcncaininsos Poe a Se ree ae 
511,437,350. 25 342,225,958.00 
336,761,704 .00 234,154,103 .00 
285,729,918.75 184,985,417 .95 
MING cig craw nguitind ke pueis fae are OE Gi iisk erat kh adewcarss 
24,632,291 .93 22,574,283 .93 
9,070,955 .00 6,844,240.00 
8,475,050 .00 7:966,437.50 
Debentute HOMES... .c 5s ccccceces po | nee 
160,288,700 .00 141,444,593 .00 
74,796,900 .00 69,858,284 .00 
56,752,080.00 535714,158. 25 
Collateral trust bonds............... ee er ree 
180,590,850.00 136,422,185 .75 
85,166,470.00 66,526,692 .00 
57,776,380 .00 51,600,784 .95 
NNER DOMES os oi wiccccsccessss Re re yee 
1,150,339,130.00 962,081,613. 26 
7745793834 .00 628,183,797.00 
672,969,224 .08 554,787,819 .46 
Equipment trust bonds.............. CO ea ee 
25,253,201 .00 24,480,410.55 
7,788,300 .00 7,015,683 .00 
7,449,833 - 33 7:397,983 .83 
Ns o25 5 <5 0 tar acoreicm Sis Lower Sacer da a tae a eee eee 
29,000.00 29,060.00 
836,000.00 681,320.00 
49,000.00 48,540.00 
EE RAR ree ea 998,000.00 NT PEC a ee 
2,201 ,000.00 2,201,000 .00 
958,000.00 958,000.00 
958,000.00 958,000.00 
elias ar satus aan aa aac adaaiare ee $2,704,402,364.42 Eee Le ee ee Te ee 
2,223,510,229.18 $1,751,437,912.50 
1,415,628,563.00 I,110,099,090.00 
a sean tee 924,542,646.19 











*The figures are in order, January 3: 31, 1915; ; July 31, 1915; ] 
The market values for January 31, 1915, were not determined, an 


of July 31, rors. 
t No figure for January 31, rors. 





aly 3 31, 2, 1936; and January 31, 1017. 
hence the first figure in each case is 
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ownership by foreigners in stocks and bonds of mining and manufac- 
turing companies of the United States have not been small. The return 
of securities of such concerns must have been considerable, and they 
have added appreciably to the total of all securities which found their 
way back to the United States since the beginning of the war. 


LOANS BY THE UNITED STATES 
. 


Loans floated in the United States by foreign nations, both belliger- 
ents and neutrals, reveal another side of the same phase of our trade 
account with the world. Between August 1, 1914, and December 31, 
1916, the loans raised in the United States by foreign countries were 
estimated to reach $2,325,900,000, of which $175,000,000 had been 
repaid.‘ The net indebtedness on January 1, 1917, was therefore 
$2,150,900,000. The loans may be classified geographically as follows: 


Europe $1 893,400,000 
Canada 270,500,000 
OR 6 2:.003: sedi te lai avts wed etalarodematens 157,000,000 
China 5,000,000 


Total foreign loans $2,325,900,000 
Less amount paid, estimated 


Net foreign indebtedness................. $2,150,900,000 


Of the loans to Europe only $35,000,000 represents advances to 
neutrals. Of the loans to the belligerent countries of Europe only a small 
fraction has been made for other than war purposes. About $120,000,000 
of the Canadian issue was a war loan. Altogether it appears that 
approximately $1,900,000,000 in war loans alone had been placed in the 
United States by January 1, 1917.? 

The loans of the belligerent countries which were floated in the 
United States up to the close of 1916 are divided as follows: 


Great Britain $ 908,400,000 
France.... 695,000,000 
Russia 160,000,000 
Germany 45,000,000 
Canada 270,500,000 


* 


$2,078,900,000T 


* Estimated ba t Nearly $1,900,000,000 of this constituted war loans. 


* New York Journal of Commerce, January 2, 1917. 2 Ibid. 
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Any estimate of German indebtedness is uncertain, as it was impos- 
sible to obtain figures as to the sale of German war bonds. Furthermore, 
it is probable that banking credits advanced to German interests will 
never be fully ascertained. Owing to the operations of the British black 
list and the fact that shipments to Germany have not been direct, but 
through neutral countries, such transactions have necessarily been not 
only private but secret. 

Since the opening of the year in which the United States entered the 
war there have been issued $250,000,000 United Kingdom of Great 
Britain and Ireland one- and two-year 53 per cent notes, of which 
$100,000,000 matured and was paid February 1, 1918; $100,000,000 
Government of the French Republic 53 per cent secured convertible 
notes; $80,000,000 Dominion of Canada notes; and approximately 
$315,000,000 additional, including British government ninety-day 
treasury bills! These amounts, minus the notes matured and paid, 
aggregate approximately $645,000,000. These sums do not of course 
include loans made by the United States government to her Allies since 
her entrance into the war. 

In addition to the foregoing issues loans have been made by the 
government of the United States to foreign countries. 


By the acts of Congress of April 24, 1917, and September 24, 1917, authority 
was vested in the Secretary of the Treasury, on behalf of the United States, 
with the approval of the President, to establish credits in favor of foreign 
governments engaged in war with the enemies of the United States, and, to 
the extent of the credits so established, from time to time, to purchase at par 
from such foreign governments their several obligations.? 


Such obligations under the authority of the act of April 24 are 


to bear the same rate of interest and to contain in their essentials the same 
terms and conditions as those of the United States issued under the authority 
of the act, and under the terms of the act of September 24, to bear such rate 
or rates of interest, not less than the bonds of the United States, to mature 
at such date or dates, not later than the bonds of the United States then last 
issued under the authority of either act, and to contain such terms and con- 
ditions as might from time to time be determined by the Secretary of the 
Treasury.3 

* Information furnished the writer through the courtesy of J. P. Morgan & Co., 
New York. 
? Annual Report of Secretary of the Treasury (1917), p. 17. 
3 [bid. 
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A total appropriation of $7,000,000,000 was provided for these pur- 
poses, $3,000,000,000 by the earlier act and $4,000,000,000 by the later." 
Under these authorizations credits have been established in favor of the 
governments of Great Britain, France, Italy, Russia, Belgium, and 
These loans, up to January 17, 1918, are given in Table IV.? 
On the basis of the requests being made on the Treasury, it is estimated 
that credits aggregating approximately $500,000,000 per month will be 
required to meet the urgent war needs of the foreign governments receiv- 
ing advances from the United States.’ 
entire appropriation authorized by Congress will be accredited to our 
Allies by the close of the present fiscal year (June 30, 1918). 


Serbia. 


Country 


Great Britain... 


France...... 
Italy. 
Russia. 
Belgium. . 
Serbia 


Totals 
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At this rate approximately the 


TABLE IV 


Loans and Credits 











Balances Under 














Agreed Upon Loans Made Established Credits 
$2,045 ,000,000 $1,985 ,000,000 $ 60,000,000 
1,285 ,000,000 1,225,000,000 60,000,000 
500,000,000 450,000,000 50,000,000 
325,000,000 187,729,750 137,270,250 
77,400,000 75,400,0C0 2,000,000 
6,000,000 4,200,000 1,800,000 
$4,238,400,000 | $3,927,329,750 $311,070,250 








A significant feature of the loans floated in this country in the last 
three and a half years has been the fact that many states and munici- 
palities which formerly went to London to sell their securities have 
recently been financed through the United States. 
of the Canadian loans went to provinces and municipalities, and many 
of the South American obligations were contracted for municipal 
The neutral nations of Europe have also sought accom- 


improvements. 
modation in the American money market. 


About $150,000,000 


Loans have been made to 


the city of Dublin, Ireland, the London Water Board, and the French 
cities of Paris, Bordeaux, Lyons, and Marseilles.s 


* Annual Report of Secretary of the Treasury (1917), p. 17. 


2 Letter to writer from R. C. Leffingwell, Assistant Secretary of the Treasury, 
dated January 17, 1918. 


3 Annual Report of Secretary of the Treasury (1917), pp. 17 and 18. 


4 New York Journal of Commerce, January 2, 1917, and information furnished 
by J. P. Morgan & Co. 


5 New York Journal of Commerce, January, Q17. 
SN York J 1 of C mn nuary, 2, 1917 
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Securities of industrial corporations and railroads in other lands have 
also been sold in this country to the extent of some hundreds of millions 
of dollars. Large investments have been made in Canadian and South 
American concerns. We have no means of determining the extent of 
these investments, but the disposition of European capitalists to reduce 
their holdings in the securities issued by industrial enterprises in the 
New World, as shown in the return to this country of railroad securities 
held abroad, indicates that industrial enterprises in the newer parts of the 
Western Continent have probably been financed to a greater extent than 
formerly by American capital. 

It will thus be seen that between August 1, 1914, and February 1, 
1918, the loans floated by foreign governments in the United States still 
remaining due at the latter date were estimated at $2,795,900,000. In 
addition to this amount the United States government had by the middle 
of January, 1918, made loans to her Allies aggregating $3,927,329,750, 
with balances in their behalf under established credits of $311,070,250. 
The return to this country in two years of over a billion and a half (par 
value) of American railroad securities? is a part of the same general 
movement which is transforming the United States from a debtor into a 
creditor country. The magnitude of this movement has made the trans- 
formation rapid. 


FUTURE TENDENCIES 


The establishment on a large scale of credits in this country in behalf 
of foreign nations and the flotation of foreign loans will probably con- 
tinue during the period of the war. During the continuance of this 
“export of capital” the great surplus of exports over imports is likely 
to be a feature of our foreign trade. The interest on this investment 
which is already large and growing larger is on the credit side of our 
account with the world—making for the supply of foreign exchange and 
thus encouraging imports. The United States, as a creditor country with 
great investments abroad, will be in receipt of an income which will tend 
to show itself in a relatively larger import trade than has been the case 
for three or four decades. In other words, our highly “favorable balance 
of trade”’ will tend to be changed into an “unfavorable balance.” 


* [bid. 


2 Some of these securities, especially mortgage bonds, are used as collateral for 
the security of foreign loans, but the greater part represent a permanent return to this 
country. 
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This transformation in our trade balance is hastened by another 
factor which is likely to be very potent if the war is of long duration. 
This factor is our mercantile marine engaged in foreign trade. Previous 
to the Civil War the American clipper ships were dominant in ccean 
transportation. In the years following that struggle steam supplanted 
sail on the ocean. Iron, and later steel, vessels took the place of wooden 
ones. A consequence of these changes was that the United States lost 
her place on the high seas, and only a small fraction of her foreign com- 
merce was carried in vessels flying the American flag. Ocean freight 
rates were thus paid foreign vessel owners for services performed in the 
carriage of our exports and imports—these services figuring on the debit 
side of our account with the world and paid for, in part at least, by a 
surplus of exports over imports. 

Since the outbreak of war in Europe the proportion of our foreign 
commerce carried in American vessels has greatly increased. Between 
June, 1914, and June, 1y16, the gross tonnage of American vessels 
engaged in foreign trade increased from 1,076,152 to 2,191,715—or 
more than doubled. The percentage of our exports carried by this ton- 
nage increased during the same period from 8.3 to 13.0, and of our 
imports from 11.4 to 22.5." Since the United States entered the war 
a considerable part of our enrolled tonnage? has been reg.stered for the 
foreign service. The destruction of ocean vessels by submarine activity 
and the construction of new shipping have combined to increase our 
proportion of the total carrying capacity of the ocean merchant marine of 
the world. The bulk of the tonnage destroyed has been British, French, 
Norwegian, and Dutch. The new construction of vessels in the United 
States and in Japan has been out of proportion to that of any other 
country except Great Britain. In the case of Great Britain the new 
tonnage constructed has been more than offset by tremendous losses. 
The United States thus bids fair at the end of the war to have on her 
hands the ships necessary to carry on a large part of her foreign 
commerce. 
























* Statistical Abstract, 1916. 









? The “enrolled” tonnage is engaged only in domestic trade. Our registered 
tonnage represents that part of the American merchant marine engaged in foreign 






commerce. 







3On the Pacific there was a noticeable decline in the number and tonnage of 
American vessels operating in the transpacific trade during the first two and a half 
years of the war. See article by writer on ‘“‘The War and Trans-Pacific Shipping” 
in American Economic Review, September, 1917. 



































NOTES 743 

With the huge loans made to foreign governments and industries 
coupled with a decline in the holdings of foreigners in American securities 
and the increasing importance of our mercantile marine in the commerce 
of the world, our “invisible exports”’ will figure to a greater extent in our 
commercial relations with other nations than heretofore. Like the 
exports of merchandise and of gold, they make for the supply of foreign 
exchange and will tend to stimulate the importation of merchandise. As 
a creditor country, the debt due us and the interest on that debt will be 
paid by a relatively greater increase of imports than of exports. Our 
present highly “favorable balance’’ of trade will tend to be changed into 
an “unfavorable balance.” Our “invisible exports” will probably 
exceed our “invisible imports,” with the balance made up by a corre- 
sponding excess of “visible imports” over “visible exports.” 


ABRAHAM BERGLUND 
UNIVERSITY OF WASHINGTON 


WASHINGTON NOTES 


FREE USE OF COLLECTION SYSTEM 


Important changes in the Federal Reserve transit and collection 
system have been determined upon and went into effect June 15. The 
result of the changes is expected to be that of popularizing to a very 
considerable extent the use of the exchange and collection facilities of 
the system. In substance the changes result in cutting off a number 
of charges that have been made for the use of the collection system, such 
elimination being rendered possible by the very considerable earnings 
that are now being realized by practically all Federal Reserve banks. 
These changes come as the logical next step in the development of the 
plan first made effective practically two years ago. In summary the 
alterations now provided for are as follows: 


1. The Board approves the recommendation to suspend, or eliminate for 
the time being, service charges for the collection of cash items; this elimina- 
tion of charges to apply to checks received from member banks and from 
other Federal Reserve banks and to become effective on and after June 15, 
1918. 

2. The Board approves the recommendation that the 10 cent charge on 
collection items between Federal Reserve banks be eliminated for the present 
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and until further notice, but that a charge of 15 cents per item be made on 
all such items returned unpaid, this rule to become effective June 15, 1918. 

3. The Board approves the recommendation that telegraphic transfers 
be bought and sold at par, each Federal Reserve bank absorbing the telegraphic 
expense, but with the proviso that checks on other Federal Reserve cities or 
Federal Reserve branch cities be taken at par, subject only to deferred avail- 
ability in accordance with regular time schedules. 

4. The Board approves in principle the recommendation that the discount 
rate on mail transfers be based upon the fifteen-day rate, but, because it is 
desirable that the rate for such transfers shall remain as nearly uniform as 
possible and not vary too frequently, suggests that for the time being and until 
further notice a charge of 10 cents per day per thousand, or at the rate of 3.65 
per cent be fixed as the rate for all mail transfers. 

5. The Board approves the recommendation of the Transit Managers, 
indorsed by the governors, ‘that all mail transfers to banks in other Federal 
Reserve cities be made by draft on the Federal Reserve Bank and sent direct 
to the bank to which the transfer is ordered, rather than to the Federal Reserve 
Bank.” 

6. The Board approves the suggestion that there shall be a general revi- 
sion of all time schedules, effective June 15, 1918, which shall take into con- 
sideration recent changes in mail train schedules, and the creation of new 
collection centers at branch bank cities. 

7. The Board approves the recommendation that “trade acceptances,” 
wherever payable, be handled as collection items, not as checks or cash items, 
but suggests that “bankers’ acceptances”’ be treated as cash items. 

The Board has under consideration and expects to approve a plan 
for linking together by private telegraph system the twelve Federal 
Reserve banks with its office at Washington, and expects to have these 
additional facilities available within a short time. 


TREASURY FINANCING FOR 1918 


In an announcement dated June 12 the Secretary of the Treasury has 
made public what is practically the program of the Treasury financing 
for the coming year. The new plan is practically an extension of the 
system adopted in February last whereby large quantities of Treasury 
certificates are offered to the banks at short intervals in amounts roughly 
proportionate to their resources. The banks are expected to purchase 
and hold these certificates pending the floating of an issue of long-term 
bonds whose proceeds are then used to fund the maturing certificates. 
The expenditures of the government, as nearly as can be estimated, will 
require the sale of certificates of indebtedness up to the first of November, 
1918, aggregating approximately $6,000,000,000. This would involve 
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the issue every two weeks of about $750,000,000 of certificates substan- 
tially similar in character to those issued prior to the Third Liberty Loan, 
except that they will have various maturities not exceeding four months. 
For the months of July and August that program will be followed as 
nearly as possible. The first issue of the certificates will be dated 
June 25, will mature October 25 with interest at 43 per cent, and similar 
issues, it is expected, will be made on Tuesday of every other week fol- 
lowing June 25. 

It is contemplated, however, that at a convenient and favorable 
period during the summer an offering will be made to the general public 
directly, and through the banks, of an amount yet to be determined, 
perhaps $2,000,000,000 of certificates of suitable maturities for use by 
taxpayers in paying next year’s taxes, viz., taxes payable June, 1919, 
levied under existing and pending legislation. To the extent that cer- 
tificates of that character are sold, substantially an equivalent reduction 
in the amount of the regular fortnightly sale of certificates issued in 
anticipation of the next Liberty Loan will be effected. Early informa- 
tion of the estimated requirements of the Treasury is being conveyed to 
all the banks of the country, and, through them, to those who expect 
to make payment of taxesin 1919. They will be asked to make arrange- 
ments promptly and of such a character that no delay will be experienced 
in the sale and distribution of Treasury certificates of both issues. The 
Federal Reserve banks will advise all national and state banks in their 
respective districts of the amount of certificates which they are expected 
to take from time to time in pursuance of this program—a sum which 
can be figured roughly to equal 23 per cent of gross resources of each 
bank and trust company for every period of two weeks, or a total of 
5 per cent monthly. It will be remembered that in the February pro- 
gram the amount which the banks were asked to take was substantially 
equal to 2 per cent of the gross resources for each period of two weeks, 
or a total of 4 per cent monthly. 

The total number of bi-weekly offerings of certificates to be made to 
the banks will depend somewhat upon the amount to be raised from the 
public through the sale of tax certificates as described above. The pro- 
posal thus placed before the banks is practically equivalent to a doubling 
of the financing of the past spring and winter, and its eventual success 
will clearly depend upon the ability to float a proportionately enlarged 
Liberty Loan which will be the fourth of the series. Assuming that this 
next Liberty Loan is placed at about the time the first issue of the cer- 
tificates matures, the loan would evidently be offered toward the end of 
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September. Could the country at that time successfully purchase and 
absorb, say, six billions of Liberty bonds? The placing of the new 
financing upon practically this scale is clearly necessary if the present 
financial and military program is to be carried out. Possibly the most 
serious doubt in this connection is furnished by the question whether it 
is in fact feasible and practicable to spend the amount of money which 
is to be raised without merely increasing prices of commodities to a cor- 
responding degree and thus really defeating or at least not advancing the 
essential object of the plan. 


NEW TAXATION 


It is of course recognized that the whole success of a financial pro- 
gram upon so great a scale must depend upon the laying of a satisfactory 
foundation for it by means of new taxation. Up to a very recent date 
it had been assumed that no such new taxes would be levied during the 
current year, and the Secretary of the Treasury had expressed this belief 
in his Annual Report. The increasing necessities of the government and 
the growing demands of the allied countries established a basis for sug- 
gesting the alteration of this tentative understanding, and such sugges- 
tions have been confirmed by the growing conviction that the present 
income and excess profits law is unsatisfactory and would be unworkable 
were it not for the unusual co-operation of the community under the 
stress of war conditions. This situation led to the outspoken declaration 
of the President in his address tv Congress on May 27 when he took 
definite action in favor of a new measure of taxation, whose necessity 
has now been reluctantly accepted by Congress. 

In a letter to the Chairman of the Ways and Means Committee dated 
June 5, the Secretary of the Treasury furnishes some detailed data de- 
signed to substantiate the belief that immediate action is requisite. The 
statistical tabulations submitted show that in March, 1917, the expend- 
itures were in round figures $100,000,000. In May, 1918, they were 
$1,508,195,000. If there should be no further increase during the coming 
fiscal year, the cash expenditures upon the May basis would be more than 
$18,000,000,000. If, as seems inevitable, the increase in expenditures 
should continue at the rate of $100,000,000 per month for the next six 
months, or until December, 1918, and if thereafter the monthly expen- 
ditures should remain stationary until June 30, 1919, the Treasury would 
have to finance expenditures aggregating $24,000,000,000 during the 
fiscal year ending June 30, 1919; or, to put it in another way, if the 
average monthly expenditure should exceed that for the month of May, 
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1918, by 333 per cent, it will be necessary to provide $24,000,000,000 in 
the fiscal year 1919. 

In the fiscal year ending June 30, 1918, cash disbursements will 
amount to between $12,500,000,000 and $13,000,000,000. Of this 
amount about one-third will have been raised by taxes and two-thirds 
by loans, all of which will be represented by long-time obligations, that 
is, bonds of the First, Second, and Third Liberty Loans and War Savings 
Certificates. On the strength of this showing it would thus appear that 
with taxes producing their present yield it would be necessary to raise, 
by borrowing, during the fiscal year 1919 about $20,000,000,000. The 
danger or impossibility of such an attempt is obvious and hence the 
development of a plan to raise at least $8,000,000,000 from taxation. 
In order to get the amount required the Secretary of the Treasury makes 
the following suggestions: 


1. That one-third of the cash expenditures to be made during the fiscal 
year ending June 30, r919, be provided by taxation. According to estimates 
this would involve raising $8,000,000,000 through taxation. 

2. That a real war profits tax at a high rate be levied upon all war profits. 
This tax should be superimposed upon the existing excess profits tax in such 
a way that the taxpayer should be required to pay whichever tax is the greater. 
The existing excess profits tax should be amended in certain important par- 
ticulars so as to remove inequalities. 

3. That there should be a substantial increase in the amount of normal 
income tax upon so-called unearned incomes. Under existing law earned 
incomes above certain exemptions are taxed 4 per cent as an income tax and 
8 per cent as an excess profits tax, making a total of 12 per cent, while unearned 
incomes, derived from securities, etc., are taxed only 4 per cent. The 8 per 
cent tax should be recognized as an income tax and the rate of 12 per cent 
(4 per cent normal and 8 per cent excess profits) should be retained in respect 
to earned incomes, while a higher rate than 12 per cent should be imposed on 
unearned incomes. 

4. That heavy taxation be imposed upon all luxuries. 


The program thus outlined, taken in conjunction with the immense 
borrowing plan, will come close to doubling the burdens imposed upon 
the community during the past year and again raises the question 
whether there is a savings margin in the country large enough to provide 
means for carrying any such load. Up to date the highest estimate of 
produced wealth over consumption, i.e., savings, has been $18,000,000,- 
000. If $24,000,000,000 is to be obtained, there must, therefore, be 
either an increased production or a decreased consumption amounting 
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to $6,000,000,000. That the amount required can be obtained by either 
method is naturally gravely to be doubted, and the alternative—that 
of merely bidding up prices through urgent demand for goods—presents 
itself as a danger. 


RAILROAD RATES AND WAGES 


Probably the most important action yet taken by the Director 
General of the Railroads is Order No. 28, issued on May 25, and relating 
to rates and fares on the railroads of the country. As has been widely 
announced, the effect of this order is to bring about an increase of about 
25 per cent in nearly all freight rates, while, at the same time, passenger 
fares are increased to three cents a mile. What is practically a distinc- 
tion between first- and second-class fares is introduced by the addition 
of an extra charge of 163 per cent of the regular fare for the validation of 
ordinary tickets in sleeping and parlor cars. The advance in rates thus 
affected is notable, coming as it does practically contemporaneously with 
Order No. 27, which accords to railway employees increases of salary 
and back pay variously estimated at upwards of $300,000,000. The 
effect of the two orders taken together is thus to produce a very material 
increase in the pay of railway employees while placing the cost of it upon 
the public. Even more significant, however, is the fact that the order 
providing for freight-rate increases does not stop with the 25 per cent 
advance that has been ordered, but goes on to direct other advances and 
reclassifications which, when placed in conjunction with the flat increase 
of 25 per cent already described, will necessarily bring about an alteration 
in the whole freight-rate structure. 

The act of March 21 authorized the President, whenever in his 
opinion public interest requires, to initiate rates, fares, changes in classi- 
fications, regulations, and practices. This gave to the administration 
absolute authority over practically every phase of railroad operation. 
The President (which in practice means the railroad administrator 
appointed by him) has to file his changes with the Interstate Commerce 
Commission, and it was provided that such changes should not be sus- 
pended by the Commission pending final determination. The Commis- 
sion retains, under the law, power to enter upon a hearing concerning the 
reasonableness of any of these orders of the President, and to make such 
findings and orders as they are authorized to make under the act to 
regulate commerce, except that if the President should find and certify 
to the Interstate Commerce Commission that any given change was 
necessary in order to increase revenues the Commission shall take into 
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consideration this finding by the President. This latter provision prob- 
ably means in practice that the Commission would seldom, if ever, alter 
an order made by the Federal Railroad Administration except as to some 
matter of detail or practice, inasmuch as the main reason for making the 
change would be likely to be that of increasing the income of the roads. 
It is substantially true, therefore, that the status of the Interstate Com- 
merce Commission was quite materially altered inasmuch as the changes 
of rates and practice determined on by the government now go into effect 
without delay and must remain in effect subject only to what is likely 
to be a rather limited power of modification by the Commission. The 
power of the Federal Railroad Administration will be further greatly 
increased by the authority carried in the act to order the making of addi- 
tions, betterments, or extensions, and if necessary to advance the funds 
for that; but the power to raise rates has naturally been the first to be 
employed. 

The action taken in advancing rates at this time is regarded by many 
persons as a substantial vindication of the position of the roads in recent 
years. They have for a long time urged an increase of rates, but their 
applications have been almost unanimously rejected by the Interstate 
Commerce Commission. Whether the roads are restored to private 
management on the old basis or not at the end of the war, the effect of 
the action now taken is undoubtedly that of materially strengthening the 
claim of the roads to what they call a “living wage””—that is to say, to 
rates that will enable them to pay their expenses and fixed charges, and 
which, therefore, increase as the latter increase. On the other hand, the 
action taken is likely to make it harder to restore the roads to private 
ownership, partly because the stockholders may prefer a situation in 
which they are protected against loss, if that situation can be maintained, 
and partly because, under the new arrangement of freight rates and other 
changes of like kind, which will doubtless follow, there is likely to be a 
material redistribution of traffic. Altogether Order No. 28 opens an 
entirely new period in the history of railroad management under federal 
control. 

CONTROL OF FOREIGN EXCHANGE 

The development of the gold-embargo policy and the strengthening 
of public control of foreign exchange is bringing about in the trade of 
the United States the development of new conditions which are neces- 
sarily leading to the application of further methods of commercial regu- 
lation. Up to date under the gold embargo there have been granted 
licenses for the importation of about $60,000,000 gold, $160,000,000 
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silver, and $30,000,000 currency in round numbers, or a total of approxi- 
mately $250,000,000. The value of the dollar in foreign markets has 
continued to decline because of the difficulty of obtaining means of 
remittance for the purpose of settling balances. 

Peculiar conditions are recognized as surrounding the gold situation, 
due to the fact that as a result of the war and limitations upon trade it 
is not possible, as in times of peace, to offset foreign balances against 
one another. The situation is leading to the negotiation of special agree- 
ments with various foreign countries for the regulation of exchange rela- 
tionships, many of these being based upon undertakings to export net 
balances of gold within a specified period after the close of the war. 
Congress has made provision by law for the sale of bonds abroad, pay- 
able in terms of foreign currency, and this may render it possible in some 
instances to provide a means of liquidating balances due to those 
countries. 

In some cases conditions have become so acute as apparently to 
require direct regulation of payments. In the case of Italy, for example, 
it has been deemed best to effect an adjustment whereby the practical 
supervision of each transaction is placed in the hands of a committee 
representing the Italian and American governments. Experience in con- 
nection with our foreign exchange relations is very similar to that already 
had by foreign countries which have attempted the same method of 
restricting payment. The interesting question in the whole matter is 
whether it will be possible to bring about a general control of financial 
relations with foreign countries unless trade relations with them are first 
subjected to such control. Thus far the regulation of trade relationships 
has been in the hands of the War Trade Board, but that Board has been 
governed very largely by military considerations and has given compara- 
tively little attention to the commercial side of our foreign business. 

Within the past sixty days the United States Shipping Board has 
come forward as a part of the system of regulation by applying methods 
for the control of tonnage. Under this plan those who wish to import 
commodities into the United States must obtain tonnage through assign- 
ment by the government. They are thus obliged to secure not only 
importation licenses but must also secure in practice action which will 
furnish them with the means of moving their goods. As yet it is uncer- 
tain how far this system will be worked out upon a strictly economic 
basis, that is, with a view to adjusting trade balances and thus relieving 
the disturbances to exchange and other financial relationships with for- 
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eign countries. As the war continues for a longer and longer period the 
necessity of a general limitation upon foreign business will grow more 
and more pressing, and the adoption of temporary measures designed to 
relieve difficulties in the exchange situation will become necessarily 
less and less effective. This is even now being made evident by the 
difficulties already referred to in connection with the tendency of the 
dollar to depreciate in buying power abroad as compared with currency 
units of the countries with which we are doing business. 
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The Nature of Peace and the Terms of Its Perpetuation. By 
THORSTEIN VEBLEN. New York: Macmillan, 1917. 8vo, 
pp. xili+367. $2.00. 

Mr. Veblen has applied the conception which he entertains of the 
present economic order of society to the problem of securing a permanent 
peace. Mr. Veblen’s conception of existing society his readers have found 
in the Theory of the Leisure Class and the Theory of Business Enter prise. 
In brief, it contemplates a society in which the usufruct of the creative 
industry of the community passes into the hands of the small fraction 
of those who own and control the community’s wealth and the oppor- 
tunities for labor. From this is subtracted what goes to the upkeep of 
the masses, including some expenditures which are not necessary for 
upkeep, but represent needs which have arisen through imitation of 
the well-to-do and wealthy. These expenditures, however, tend to be 
kept within narrow bounds in proportion as the business organization of 
the community is effective and clear-headed. The expenditures of 
those who possess or control the wealth of the community beyond what 
is involved in upkeep and investment fall under the Veblenian category 
of “pecuniary waste and personal futility,” a category of expenditure 
which is indefinitely extensible. Such a society moves inevitably 
toward the sharpest opposition of interests, on the one hand those of the 
masses made up of the common people, i.e., the operatives, together with 
the farmers who entertain the illusion that they are in control of the 
agricultural industry of the country, and on the other those of the wealthy 
who control the usufruct of the industry of the community, together with 
the well-to-do, who, as agents of those in possession, find their advantage 
to go with that of their masters. This clash of interests is favored by 
certain characteristics of this modern industrial period, especially the 
breakdown of the earlier feudal loyalties of the man for his master due 
to the attention shifting from persons, in their social relations, to things, 
i.e., the mechanisms of industry. Machinery in breaking up the crafts 
industry with its emphasis upon persons has also tended to destroy the 
social structure of mediaeval Europe with its habitual unthinking sub- 
ordination of the lower groups to the ruling or economically “kept” 
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class. The preservation of a certain amount of competition still gives 
the employee a measure of independence, and inventions at times bring 
within his reach a higher standard of living. Such an industrial life 
furnishes the economic background of the war. 

Politically the distinction of first importance is that between the 
dynastic states and those with so-called liberal institutions. The 
important instances of the former class are imperial Germany and 
imperial Japan. While the general attitude of the liberal states with 
more democratic institutions is ‘“‘to live and let live,” the inevitable 
push of the dynastic state is toward domination and more domination. 
It can exist only in the continual exercise of this impulse. It must 
therefore depend upon military organization within the state and upon 
conquest and the threat of conquest in its relations with other states. 
Two social attitudes render the dynastic state possible, that of feudal 
loyalty for the dynastic ruler and that of patriotism. The preservation 
of this first trait, that of feudal loyalty, in the German and Japanese 
people is due to their being politically less developed or, as Veblen states 
it, less mature. In course of time the operation of machine industry 
in the community will presumably deprive the people of these communi- 
ties also of this capacity for dynastic loyalty, but for the present the 
perilous circumstance for Europe and America is that such dynasties 
have, in Veblen’s opinion, complete control of their peopies, despite their 
industrial efficiency, and must act militantly, i.e., must be true to their 
nature. The other trait, that of patriotism, is common to both types 
of states, the dynastic and the more democratic communities. 

In passing it is well to correct the impression that actual political 
control, according to Veblen, belongs to the masses in democratic com- 
munities; on the contrary, it rests inevitably with the small fraction 
who control the wealth of the community. The difference in the two 
types of communities lies in the disappearance, through neglect, of the 
trait of dynastic loyalty. It is also well to note that, according to 
Veblen, in the liberal or “night-watchman” state the material interests 
of the possessing class on the one hand and of the common man on the 
other are so diverse that no patriotic enterprise can be of common interest 
to both. In fact no patriotic enterprise can possibly be of benefit to the 
community at large in a material sense. 


In its economic, biologic, and cultural incidence patriotism seems to be 
an untoward trait of human nature; which of course has nothing to say as to 
its moral excellence, its aesthetic value, or its indispensability to a worthy life. 
. Its moral and aesthetic value signify for the purposes of this argument 
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nothing more than that the patriotic animus meets the unqualified approval 
of men because they are, all and severally, infected with it [p. 47]. 


The emulative spirit that comes under the head of patriotism commonly 
if not invariably seeks its differential advantage by injury of the rival rather 
than by increase of the homebred well-being [p. 33]. 


Apart from prestige values these things (the so-called moral issues which 
commend a war to the community, such as “‘ National Honor,” “‘A Place in the 
Sun,” “‘The Freedom of the Seas,” “‘The Open Door,” and the like) are worth 
fighting for only as prospective means of fighting [p. 37]. 


So that the chief material use of the patriotic bent in modern populations 
appears to be its use to a limited class of persons engaged in foreign trade, or 
in business that comes in competition with foreign industry. It serves their 
private gain by lending effectual countenance to such restraint of international 
trade as would not be tolerated within the national domain. In so doing it 
has the secondary and more sinister effect of dividing nations on lines of rivalry 
and setting up irreconcilable claims and ambitions, of no material value but of 
far-reaching effect in the way of provocation to further international estrange- 
ment and eventual breach of the peace [pp. 75 and 76]. 


The aggregate cost to the community of such an enterprise in retardation 
(i.e., patriotic enterprises in military or trade wars) is always more than the 
gains it brings to those who may benefit by it [p. 54]. 


Into this cultural and technological system of the modern world the patri- 
otic spirit fits like dust in the eyes and sand in the bearings 
patriotic spirit is at cross-purposes with modern life, but in any test of the case 
it is found that the claims of life yield before those of patriotism; and any voice 
that dissents from this is a voice crying in the wilderness [pp. 40 and 41]. 


Finally we have Veblen’s definition of patriotism as ‘“‘a sense of 
partisan solidarity in respect of prestige,” and “‘a sense of undivided 
joint interest in a collective body of prestige” (31). The prestige here 
referred to is the feeling of national superiority arising out of national 
invidious comparisons, though dependent on an organization of impulses 
which are physically inherited. Patriotism is then an attitude of mind 
which is socially inherited, and according to the author is very uniformly 
present in all the populations of Europe and among the Japanese, though 
absent from the Chinese. It is the only important common social trait 
of the common man in the community and the member of the wealthy 
class, so that when appealed to it unifies the community for the time 
being. 
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It does need as long an argument as Veblen gives to the undertaking 
to prove from these premises that a permanent peace is possible only 
with the elimination of the dynastic states on the one hand and on the 
other of those issues which call out the “emulative spirit that comes 
under the head of patriotism.”” These issues are found in the national 
support of the claims of the citizen abroad, in the favoring of national 
industry by protective tariffs and trade wars, and in the imperial control 
of weaker communities by the stronger in the supposed interest of home 
industry and commerce, or in the interest of national prestige. In the 
interstices of the author’s too-elaborate argument one finds a number of 
alternatives imbedded that prove to be of considerable interest. Assum- 
ing that the dynastic states cannot be eliminated, we must contemplate 
the other alternatives, that of submission and that of some agreement 
with the preservation of the balance of power. 

In the consideration of the alternative of the acceptance of submis- 
sion on the part of the democratic countries to the imperial establishment 
of Germany, Veblen dwells upon two phases of the social situation. 
The first of these is that so far as the material interests of the common 
man are concerned he would suffer no loss in such submission. The 
present order of private ownership with the concentration of financial 
control in the hands of the few takes away from the common man the 
means and the incentive to a life in which he is able personally to control 
the manner and ends of his living. On the one hand he finds himself 
in a vast system in which efficiency means the reduction of his wage to 
the level of maintenance of himself and those dependent on him, with 
the few crumbs that drop to him from the inventor’s and manager’s table 
increasing incidentally his comfort and the standard of his living. On 
the other hand he is psychologically bound, according to Veblen, in his 
expenditures beyond the limits of the demand for food, shelter, and cover- 
ing his and his wife’s and children’s nakedness to imitate the pecuniary 
waste and personal futility which characterizes the spending of the 
possessing and well-to-do classes. In the so-called democratic countries 
he does not even get the benefit of a wide community view of the physique 
and morale of the operative, for under the system of private control of 
the country’s wealth and competition between capitalists the employer 
feels no responsibility for the upkeep of his man power. When this is 
worn out it renews itself. If his machinery wears out he must replace 
it at his own expense. If his workers are worn out they are replaced 
at the expense of those who come to take the positions of the workers 
who have been scrapped. Veblen draws out at some length and with 
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his accustomed power of innuendo the advantages which would accrue 
to the common man from the German imperial control of the social 
order. All the advantages which he lists would arise from the imperial 
(Veblen always capitalizes “Imperial’’) control of private industry, in 
this way approaching the overthrow of the present system of the busi- 
ness man’s control over the industries of the country. 

Probably no more effective way of presenting the disabilities of the 
operative in the modern machine industry could be found than in 
emphasizing the material advantages which would accrue to him in case 
he accepted complete political subjection to a foreign imperialistic 


power. 


Evidently if the common man of the modern nations that are prospectively 
to be brought under the tutelage of the Imperial government could be brought 
to the frame of mind that is habitual with his Chinese counterpart, there 
should be a fair hope that pacific counsels would prevail and that Christendom 
would so come in for a régime of peace by submission under this Imperial tute- 
lage. But there are always those preconceptions of self-will and insubordina- 
tion to be counted with among these nations, and there is the ancient habit of 
contentious national solidarity in defense of the nation’s prestige, more urgent 
among these peoples than any sentiment of solidarity with mankind at large, 
or any ulterior gain in civilization that might come of continued discipline 
in the virtues of patience and diligence under distasteful circumstances. The 
occidental conception of manhood is in some considerable measure drawn in 
negative terms. So much so that whenever a question of the manly virtues 
comes under controversy it presently appears that at least the indispensable 
minimum, and indeed the ordinary marginal modicum, of what is requisite to 
a worthy life is habitually formulated in terms of what is not..... The 
indispensable demands of modern manhood take the form of refusal to obey 
extraneous authority on compulsion; of exemption from coercive direction 
and subservience; of insubordination, in short. But it is always understood 
as a matter of course that this insubordination is a refusal to submit to irre- 
sponsible or autocratic rule. Stated from the positive side it would be the 
freedom from restraint by, or obedience to, any authority not constituted by 
express advice and consent of the governed... .. The common man, in 
these modern communities, shows a brittle temper when any overt move is 
made against this heritage of civil liberty. He may not be well advised in 
respect to what liberties he will defend and what he will submit to; but the 
fact is to be counted with in any projected peace that there is always this 
refractory residue of terms not open to negotiation or compromise. Now it 
so happens that these residual principles of civil liberty have come to blend 
and coalesce with a stubborn preconception of national integrity and national 
prestige. So that in the work-day apprehension of the common man not given 
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to analytic excursions any infraction of the national integrity or any abatement 
of the national prestige has come to figure as an insufferable infringement on 
his personal liberty and on those principles of humanity that makes up the 
categorical articles of the secular creed of Christendom. The fact may be 
patent on reflection that the common man’s substantial interest in the national 
integrity is slight and elusive, and that in sober common sense the national 
prestige has something less than a neutral value to him; but this state of the 
substantially pertinent facts is not greatly to the essence of the case, since his 
preconceptions in these premises do not run to that effect, and since they are 
of too hard-and-fast a texture to suffer any serious abatement within such a 
space of time as can come in question here and now. 


Veblen nowhere recognizes in the society within a nation, nor in the 
relations of nations to each other, any comprehensive principle of social 
growth. 

In a few words, the common man gets no advantage out of the 
structure of society which he fights to protect. He fights to protect it 
because through historical causes he has come to resent direction in which 
he has no voice; and although it is true that he is not able to control 
his own industrial condition through the operation of liberal institutions, 
still he has identified his independence with these institutions and the in- 
stitutions with the national prestige. Veblen regards these identifications 
as largely accidental, but recognizes them, not only as everywhere present 
in the so-called democratic communities, but as so grounded in fixed 
habits that there is no likelihood of their changing in the near future. 
Therefore the workingman will not adopt the Chinaman’s attitude and 
will not accept the domination of a German autocracy though it would 
be on the whole to his material advantage. 

On the other hand the German will remain in his attitude of feudal 
loyalty for the same reason, i.e., the force of, secular habits. Here 
Veblen sees a necessary change in the end. The machine ordering of 
life, the dependence on things instead of persons which characterizes 
our technological industry and the life that is shaped by dominant 
industry, will in the end make a feudal lovalty to the Prussian dynasty 
impossible, but it will be a long process in which old custom will slowly 
die from disuse. Veblen sees no revolution on the horizon in Germany. 
Neither through submission to the imperial establishment of Germany 
nor through the liberalizing of the institution of Germany is a permanent 
peace to be realized, at least within the lifetime of the oncoming generation. 

There remains the alternative of the conquest of the military govern- 
ment of Germany and its elimination from a decisive position in the 
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Western World. What prospects of permanent peace would this bring 
with it? Nothing in the fundamental attitudes of the peoples of the 
democratic countries offers a serious obstacle to such a permanent peace. 
There will still be dangers from the sense of the national prestige, but 
there is nothing inconceivable in working out a system by which diffi- 
culties of this sort could be met. There is nothing in the institutions of 
the western entente powers which fundamentally opposes the idea of 
peace as does the will to domination which is the very nature of the 
German autocracy and, one should add, of the Japanese autocracy. 
War is a necessity for a monarchy which rests upon a military basis. 
No such logical contrary to peace exists in the structure of the com- 
munities which are fighting the Central Powers. What is necessary to 
reach such an understanding that war could be avoided is the aban- 
donment of the causes of war. These are the domination of colonies 
and spheres of influence for avowedly commercial reasons; the national 
support of concessions and investments made by citizens of one country 
in the enterprises of another, protective tariffs and trade wars, and finally 
the absence of neutralization of citizenship. 

Although this last elimination of a cause of war is referred to quite 
frequently by the author, it is most unsatisfactorily treated. His 
illustration is found in the large numbers of foreign citizens who live 
quite contentedly in the United States without becoming naturalized. 
He does not discuss their loss of the privileges of political life in America 
nor the detriment to our community of the presence of large numbers 
who are intimately affected by the political conditions which they cannot 
help tocontrol. Nor does he discuss the manner in which without change 
of citizenship people could become a part of the governing body of the 
community within which they happen to reside. Presumably Veblen 
contemplates a situation in which national consciousness would largely 
if not entirely disappear, and with it any citizenship which would have 
to be protected when the individual fourd himself in foreign parts. 
This seems a fair assumption because the author finds nothing in a 
national consciousness which has any other function than that of pro- 
viding possible causes for hostilities between different communities. 

Not only does the removal of these occasions for war involve no 
fundamental conflict with the structure of liberal states of the Western 
World, but Veblen could sense a real movement in the direction of these 
changes in international life when his book was published in February 
of last year. Since then the demand for such measures for the safe- 
guarding of peace has become much more articulate. They are logical 
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expressions of the animus of the liberal state to live and let live. The 
author, however, sees another danger to peace which successful accom- 
plishment of all these measures would not remove. A peace in our 
modern industrial state would quicken the industrial process under its 
present financial control. It would hasten the process by which the 
community is being divided into the nine-tenths who are without pos- 
session and the social control which possession gives and the tenth which 
includes those in possession and control and those who are their imme- 
diate managerial, legal, engineering, and scientific satellites. The 
material interests of these two groups in the community are so opposed 
that a condition favorable to their sharp differentiation must tend to 
precipitate a struggle between them, a struggle whose issue would be 
the continued control of the process of industry in the interest of private 
financial gain. The appearance of this revolution or the serious threat 
of it would complicate the peace of the world, for no more effective 
damper upon revolution could be found than the awakening of patriotic 
fervor by an attack upon another country, and the danger of the spread 
of revolutionary spirit from one country to others might well lead those 
countries which viewed with alarm a revolution elsewhere to come to 
the assistance of the propertied classes with their military power. Thus 
even a peace which had been won by the elimination of the dynastic 
power of Germany would carry in its own bosom the germs of social 
disorder and the threat of later international strife. 

The rigidity of the Veblenian categories is occasionally relieved by 
an apparent recognition of other forces which are there and at work, 
though they have no logical place in the economic world. Thus the 
author recognizes a sense of a “‘community”’ which has been independent 
of dynastic loyalty and has been an inheritance in France possibly from 
Roman times. The English attained a national sense through their earlier 
revolution in which the dynasty lost its hold on the loyalty of the people; 
and vet the attitude of these peoples, commonly called democratic, is 
referred to by Veblen as a habit of “insubordination.” He recognizes 
that the spirit of these people with so-called liberal insiitutions is “‘to 
live and let live,” though the reason for this more social attitude is found 
only in the absence of an imperial establishment. In a word, there is 
no indication of positive social forces in society which in the midst of 
imperialistic, political, and economic movements tend toward demo- 
cratic control. It is of course true that Veblen is writing, not an exposi- 
tion of the social order, but an account of the prospects for a permanent 
peace, and yet the reasons he gives for his conclusions could not be 
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adequate if they left out of account profound social forces that work 
with or against those which he has depicted. The author’s account is 
of the hostile self-assertion of nations over against each other and of 
economic groups within these nations. 

After all, these conflicts are taking place within societies. The 
economic struggle between the possessing-employing class and the work- 
ers of the nation is at the worst within a community in which there are 
common interests, and common interests beside common national hatreds. 
The vivid international economic, artistic, scientific, socialistic, reli- 
gious, and humanitarian movements that affected all classes in all the 
countries of the Western World before the war are sufficient evidence 
that there existed an international society within which this catastrophic 
struggle has arisen. One need not be a Hegelian and maintain that all 
movements are contradictories arising out of a social situation and lead- 
ing to a synthesis that harmonizes them to recognize that society exists 
because it has a principle of life within it, and that the present struggle 
may very well make possible a higher organization within it, as the con- 
flicts of groups and individual interests have in the past made for a more 
highly organized community. Veblen isolates the forces of national 
and class self-assertion in dynastic and capitalistic control and insists 
that they inevitably work out in social exploitation alone. Yet in the 
history of human society self-assertion in groups and individuals has 
led through rivalries, competitions, and finally co-operations to new 
types of individuals. The present-day legal and political citizens are 
individuals who have slowly evolved with the institutions which have 
grown out of group-struggles and a feudal society whose entire occupation 
was internecine warfare. During the period of this feudal chaos there 
was indeed an international consciousness which found its expression 
in the Holy Catholic church and the Holy Roman Empire, for there have 
always been forms of social conduct which have held people together, as 
well as the fights in which groups and individuals have sought to destroy 
and exploit each other. It is true that self-assertion either in the group 
or in the individual has been universally hostile in its early forms, for 
a social order in which one can assert himself or his group while he asserts 
and respects the rights of others comes later and is a development out of 
the earlier hostile attitude. What Veblen calls patriotism is the attitude 
of members of a hostile group. A “sense of solidarity in prestige’’ is 
the sense of group-superiority which one always possesses or seeks to 
possess in a fight. If by definition patriotism is to be restricted to the 
hostile consciousness, all that Veblen says of it is true. But if it is to 
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include the attitude of members of the community toward other com- 
munities in their co-operations and arbitrations and satisfactions of 
mutual claims, or even in their rivalries and competitions which are con- 
ducted in other ways than fighting, a “sense of solidarity in prestige’’ is 
not an adequate definition. As the attitude of hostility develops into that 
of national individuality with the growth of international organization, 
patriotism in the Veblenian sense will be an early stage in the development 
of such a community sense as can function in an international society. 
The passage of feudal loyalty into loyalty to a national monarch was 
due to mediation by this latter loyalty of a consciousness of a larger 
society. It was not simply the transfer of a blind attitude of subordina- 
tion from one master to another. Nor was the formation of the German 
Empire the result of a blind transfer of loyalties. It was the achieve- 
ment of the German national consciousness that made this loyalty to 
the Hohenzollerns possible. This positive content of national conscious- 
ness Veblen’s doctrine of patriotism ignores. It is a consciousness that 
comes with the feel of the greater values that belong to more complete 
community life. In all fields of social endeavor it is the sense of value 
for the community that is the basis of the final estimate, and the more 
complete this community sense can be the truer will be our estimates. 
To resolve this social consciousness into its negative expression in fighting 
is to lose, not only its positive import, but also the recognition of its 
passage from the negative form into that which can animate a society 
of nations. It is entirely true that a dynastic state must stand on a 
militaristic foundation and under any condition must be a continual 
threat of war. But the dynastic state may dig its own grave by advan- 
cing social organization, as indeed the German bureaucracy was doing 
till it took refuge in the present war. The opportunity of the German 
government after the formation of the empire, lay in the fact that its 
militaristic state was independent alike of the capitalistic employer and 
the masses of the laborers. This superiority over the industrial and 
financial group enabled the German government to inaugurate a program 
of social legislation which nations with liberal institutions have but 
tardily undertaken. In the countries with liberal institutions the 
financial and industrial magnates have so dominated their governments 
that this German legislation, though undertaken in the interests of the 
workingman, has been but slowly copied. Two powerful influences in 
the support of the German dynastic government are then the achieve- 
ment of the German nation and of a continuous program of progressive 
social legislation. Veblen’s account considers nothing but the age-long 
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habit of loyalty to dynastic masters in German land. Though habits 
so ingrained change of themselves but slowly, a government that is 
dependent for its popular support upon its recent social achievements 
may well fall when such accomplishments fail. Veblen’s formula is too 
simple and abstract. 

Veblen’s book was written before the publication of the program of 
the English Labor party and the author was unable to comment on it. 
It is a program that assumes that the wealth of the community can and 
may be commandeered for the common good. All governments among 
the belligerents are acting today upon that principle. Unquestionably 
such a program would not have been formulated by the English Labor 
party at this time but for the war, but it is after all an outcome of the 
democratic movement in our modern industrial democracies. It is not 
a movement to abolish private property. It aims to proceed slowly and 
experimentally. It has been dependent on the development of many 
forces besides the growing power of organized labor. Education, 
sanitary science, the prevention and elimination of disease, improved 
housing, and other social undertakings have contributed to the formation 
of the present conception of what should be the standard of life, and this 
is responsible for the recognition that the wealth of the community can 
be and should be spent by the community for those community values 
which can be obtained in no other way. Now this movement which 
gives the content to the program by the English Labor party gets no 
recognition from Veblen, who sees only the tendency of wealth to gravi- 
tate into the hands of the few, and their tendency to spend it for purposes 
of conspicuous waste or, to use his other formula, “pecuniary waste and 
personal futility.” Veblen’s formulas are too simple and abstract to do 
justice either to social movements or to the psychology of the individual. 
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Trade Unionism in the United States. By Rosert F. Hoxie. 

New York: D. Appleton & Co., 1917. $2.50. 

Professor Hoxie’s critique on American trade unions appears at a 
time when they are more securely intrenched in American life than ever 
before. It is timely both because it throws light on the efforts and 
purposes of these organizations and because it lays the intellectual 
groundwork for sound programs for economic reconstruction. Inevi- 
tably as the war draws to a close, and as the forces which it is shaping 
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become clearer, various plans for social reorganization will spring up in 
America as they have in England. And they will have value only as they 
are animated by the sort of tough-mindedness which characterizes 
Professor Hoxie’s thinking. To be patient in inquiry and fearless in 
realism was his constant effort. And in the treating of such a complex 
subject as trade unions this patience and fearlessness were especially 
needed. They have, moreover, been amply rewarded, for the present 
volume promises to stand for some years to come as the most penetrating 
and sympathetic interpretation of the labor movement. 

There are four major ideas which at the same time underlie the 
detailed discussion of trade-union policies and constitute the vital con- 
clusions of the study. The inwardness of the book will be most readily 
understood if we consider briefly these four ideas and indicate the way 
in which Professor Hoxie has used them. 

The book gets its first claim to realistic treatment because of an 
insistence upon the psychological point of view. Professor Hoxie has in 
the second place had constantly in view the conception of “function”’ 
which De Maeztu has since popularized in his Authority, Liberty and 
Function. His discussion of labor’s attitude toward scientific manage- 
ment constitutes the third valuable feature of the book. And his 
reiteration that the labor problem is fundamentally a problem of control 
is the fourth idea. 

The book includes no systematic discussion of modern psychology 
in its relation to the labor problem, but a service of equal value is rendered 
because this knowledge animates the entire thinking of the author. His 
specific references to psychology are few and general. For example, 
in discussing “the rational man” he says: 


I do not intend to deny that men do weigh and balance before acting, or 
to maintain that they are not at all rational. What I mean to say is that they 
are not altogether rational, that they are moved by love and hate, fear and 
prejudices, habits and propensity, apart from and often in opposition to the 
dictates of rationality. And this is not only in line with common observation 
but with modern psychology, which tells us that we are bundles of propensities, 
preconceptions, impulses, and habits—some of them inherited from a remote 
past. We are guided in our action both by feeling and habit, by intellect, and 
perhaps more by the first than by the last. 


This is as explicit as his references to the contribution of modern 
psychology ever become. He had not followed the train of thought 
which Professor Carleton H. Parker’s writings have started regarding the 
relation of the psychology of the abnormal and of suppressed desires 
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to the interpretation of industrial unrest. Nor did he utilize in detail the 
’ psychology which seeks to understand conduct in 
terms of the interaction of instinct and intelligence. But without 
the obtrusion of this scholarship he successfully held in view his knowl- 
edge of human nature; and he used this conception of human nature 
as a touchstone to which he brought institutions and movements for 
judgment. 

The conception of functional organization is in the last analysis a 
simple idea. Wherever there is a function to be performed, a group of 
interests to be protected, an organization will in all probability be q 
created to perform the function. The widespread recognition of a 
common need or of common unprotected interests means the creation of 
anew group. The extent of organization among manual workers stimu- 
lates Professor Hoxie’s curiosity; and the main question which his book 
seeks to answer is: Why do trade unions exist; what functions are they 
expected to perform? The question is not raised in vain, for Professor 
Hoxie’s answer is specific, practical, and complete. The book demon- 
strates that they do not exist by chance or because of the “cussedness” 
of labor agitators. They exist in the first instance for purposes of 
defense. The trade union is seeking to defend the human rights of 
the manual worker in the face of an economic evolution in which credit 
control is increasingly centralized and large-scale industry increasingly 
prevalent. Yet, as Professor Hoxie rightly points out, the function of 
defense, while it is obviously an immediate one, is not the basic one. The 
point is made that to secure defense under existing conditions the purpose 
must be the securing of increased control. In other words, the trade 
unions have a function; they are born of necessity. And their vital 
character is leading them on to make claims in the government of 
industry which exceed the mere request for “reasonable” adjustment 


“behavioristic’ 




















and demand participation in control. 

It is because scientific management at every point balks the fulfil- 
ment of this purpose of extended control of industry by the workers 
that it is so cordially condemned by organized labor. Professor Hoxie 
has made the point that the application of “simon-pure”’ scientific 
management results in the weakening of trade unions because it mini- 
mizes craft training and craftsmanship; it puts all matters of judgment 
and discretion in the hands of the management and leaves the worker a 
mere “hand” in a great industrial machine. Indeed the emphasis 
of scientific management upon output and low unit costs means, in the 
absence of other offsets, that all the evils of capitalist production are 
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being progressively accentuated. Whether the unions have recognized 
this consciously or not does not matter. The fact remains that scientific 
management applied without correctives would mean overproduction, 
underemployment, an oversupplied labor market with workers bidding 
each other down in an effort to get a day’s work. And with an unerring 
instinct for self-preservation the unions have obstructed the application 
of Taylor system ideas. Its unadulterated success would leave the 
workers not only stripped of any share in control but unprotected as 
well. 

The limitations of a book devoted only to understanding what és are 
well illustrated in this discussion of scientific management. The study 
makes no great effort to pull together its own conclusions or to draw the 
more obvious lessons from its own facts. “Scientific management,” 
concludes Professor Hoxie’s chapter on this subject, “properly applied, 
normally functioning, should it become universal would spell the doom of 
effective unionism as it exists today.” But the obverse of this conclu- 
sion is less clear, especially in the light of the upheaval of ideas which the 
war is causing. It is mot true, as things stand today, that trade unions 
“properly applied”’ and “normally functioning” would “spell the doom 
of effective scientific management.”’ The pessimism of Professor Hoxie’s 
conclusion is obviously at odds with his own dynamic conception of 
labor’s place in the community. To be sure he is merely stating a 
fact in recording trade-union opposition to “efficiency systems”; but 
his implication is that it will be pemanently impossible to reconcile labor 
organization with efficient operation in industry. The direction, even 
when he wrote these chapters, was all the other way. The play +f crea- 
tive intelligence in the industrial world was beginning to show methods 
of reconciliation. They are to be more plainly seen today. Both 
“effective unionism as it exists today” and “scientific management 
properly functioning” are in constant flux. Neither is blind to the 
forces at work in industry and neither is unaffected by them. 

Indeed the gradual shift of emphasis in the labor world from the cry 
for “more, more, more” in the way of wages to demands for joint control 
of shop affairs and methods means that the chance for labor to control 
improvements in process will increase. And the control of labor over 
processes will, if present indications are true, mean not stagnation in 
operating methods but their readier acceptance, provided that the workers 
secure simultaneously guaranties of regular work and adequate pay. 

The demand for control is after all the real demand of the unions. 
The unions are groups of manual workers, interested ‘in a share of life 
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as well as of livelihood. What life means, how it is to be secured, labor 
does not always know. But it does know that control over the great 
economic forces that make and break civilizations is now in hands that 
are blind to human, personal considerations. The recent demands of 
the British Labor Party for a “new social order’”’ were made by a body 
composed predominantly of trade unions, schooled in trade-union dis- 
cipline, taught by trade-union experience that ‘wages, hours, and 
conditions” were poor substitutes for ‘a new deal all round.” What 
the trade unions of England now want is “the democratic control of 
industry, the enforcement of the universal national minimum of sub- 
sistence, the social control of credit and finance, and the utilization of 
the industrial surplus for the workers’ good.” A large order, but one 
born of a vision of popular control in which human and personal ends 
are dominant and determining. 

Professor Hoxie is not discussing English labor, but the developments 
in the English world convincingly illustrate his text. American labor is 
as yet less vocal in its demands than its British colleagues; but, as the 
author says, its claim for increased control already “interferes vitally 
with current distributive methods and results; it combats at every point 
the employers’ claims of rights in the management of industry; it con- 
flicts with the legal theory upon which our social and industrial system is 
based and with the established law and order; in many ways it opposes 
our conventional ethical standards and notions of right and justice.” 

In the period of American reconstruction these claims for a thorough- 
going modification of existing legal, business, and ethical standards 
promise to be pressed with maximum vigor. Whether or not they will 
be urged in a spirit of tolerance or in a passion of revolt remains, as 
Professor Hoxie intimates, for the “third party” to decide. For he is 
convinced that the existence of a “public” with a “public opinion” is a 
reality—a reality that can have determining weight in industrial affairs. 
Being a realist, the author has not conceived of America as arrayed 
“capital’’ against “labor.”” He sees rather varied opposing interests 
aligning and realigning as interests and functions change. But in any 
one controversy, even though it be on a large scale, there are ‘the people 

. a@ party already capable in ordinary cases of acting as mediator 
and arbiter between the warring classes.’’ 

Professor Hoxie goes farther than this, however, if I understand him 
aright. He appears to look with favor upon the rather unrealistic idea 
that “with the growth of knowledge of social affairs and the increase of 
social interaction fostered by democracy, this third party will gradually 
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control the warring classes and ultimately absorb them. The social 
will will then be supreme, and social harmony will prevail. The attain- 
ment of this end involves a constant extension of social control in the 
form of legislation and public opinion in the support of the weaker 
warring class—the workers.” Nevertheless he goes on to add that 
‘while in matters in which the interests of the warring classes are really 
opposed there appears to be no possibility of a third party altogether 
without any economic class interest and bias, or of setting up general 
and absolute or exact standards of social right or justice to which all or a 
majority can be depended upon to adhere, there zs a possibility of dis- 
covering in connection with every such specific problem minima and 
maxima which represent a nearer approach than at present exists to social 
right and justice.” 

And he concludes the book sturdily enough with a strong, ringing 
plea for the development of “social standards, of a constructive program, 
and of the machinery to put it into force.”” Pointing out that the “so- 
called public has no machinery of action, or constructive program, and 
no means of getting into the game before the struggle is on,” he valiantly 
cries out for a “means of informing the public beforehand”’ in order “to 
make action a school for the development of social understanding and 


constructive ends.” 


ORDWAY TEAD 
Wasaincton, D.C. 
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